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TITLE  7— AGRICULTURE 

Chapter  VIII — Commodity  Stabiliza¬ 
tion  Service  (Sugar),  Department  of 
Agriculture 

Subchapter  B— Sugar  Requirements  and  Quotas 

[Sugar  Reg.  814.31,  Amdt.  2] 

Part  814 — Allotment  of  Sugar  Quotas 

DOMESTIC  BEET  SUGAR  AREA,  1955 

Basis  and  purpose.  This  amendment 
is  issued  under  section  205  (a)  of  the 
Sugar  Act  of  1948,  as  amended  (7  U.  S.  C. 
1100  et  seq.,  hereinafter  called  the  “act”) 
for  the  purpose  of  revising  Sugar  Regu¬ 
lation  814.31  (19  F.  R.  9326,  20  F.  R. 
3999)  which  allots  the  1955  sugar  quota 
for  the  Domestic  Beet  Sugar  Area  among 
persons  who  process  domestic  sugar  beets 
into  sugar. 

In  accordance  with  the  provisions  of 
the  applicable  rules  of  practice  and  pro¬ 
cedure  (7  CFR  801.1  et  seq.)  as  amended 
(20  F.  R.  1174)  notice  was  given  (20 
F.  R.  2820)  and  a  hearing  was  held  on 
May  6,  1955,  to  permit  the  taking  of  evi¬ 
dence  on  the  basis  of  which  the  Secretary 
might  revise  the  allotment  of  the  1955 
sugar  quota  for  the  Domestic  Beet  Sugar 
Area  for  the  purpose  of  allotting  defi¬ 
cits  in  other  area  quotas  or  deficits  in 
allotments  declared  by  any  allottee. 
Based  on  the  evidence  in  the  record  of 
the  allotment  proceeding,  a  finding  and 
conclusion  was  made  in  S.  R.  814.31, 
Amendment  1,  effective  June  9,  1955  (20 
F.  R.  3999)  that  any  quantities  within 
allotments  made  therein  which  allottees 
were  unable  to  fill  should  be  reallotted  to 
others  able  to  supply  the  additional  sugar 
in  proportion  to  their  allotments. 

The  Department  was  notified  by  The 
National  Sugar  Manufacturing  Company 
and  the  Superior  Sugar  Refining  Com¬ 
pany  that  they  will  be  unable  to  market 
in  1955,  1,338  and  1,070  short  tons,  raw 
value,  respectively,  of  the  allotments 
made  to  them  in  Sugar  Regulation 
814.31,  Amendment  1,  effective  June  9, 
1955,  and  The  Great  Western  Sugar 
Company  notified  the  Department  that 
it  would  be  unable  to  market  in  1955  a 
quantity  of  sugar  in  excess  of  its 
1955  allotment.  The  quantity  released, 
amounting  to  2,408  short  tons,  raw  value, 
has  been  prorated  to  the  other  allottees, 


all  of  whom  notified  the  Department 
that  they  will  be  able  to  market  the 
additional  quantities  of  sugar.  The 
proration  has  been  made  on  the  basis  of 
the  allotments  of  such  allottees  as  set 
forth  in  paragraph  (a)  of  §  814.31, 
Amendment  1.  The  names  of  the  allot¬ 
tees  receiving  additional  prorations  and 
the  quantities  prorated  are  set  forth 
below: 


Processors 

Additional  allot¬ 
ments 

Short 
tons,  raw 
value 

100-pound 
bags  beet 
sugar 

Amalgamated  Sugar  Co.,  The _ 

404 

7,569 

American  Crystal  Sugar  Co . 

450 

8,416 

Buckeye  Sugars,  Inc _ 

18 

331 

Franklin  County  Sugar  Co _ 

18 

331 

Garden  City  Co.,  The . . 

13 

244 

Great  Lakes  Sugar  Co . 

37 

697 

Holly  Sugar  Corp. . . . 

480 

8,974 

Lake  Shore  Sugar  Co . . 

16 

296 

Layton  Sugar  Co.  - . . . 

14 

255 

Menominee  Sugar  Co _ 

9 

174 

Michigan  Sugar  Co.. . 

103 

1, 917 

Monitor  Sugar  Division  of  Robt. 

Gage  Coal  Co . 

35 

645 

Spreckels  Sugar  Co  . 

352 

6,578 

Union  Sugar  Division,  Consoli- 

dated  Foods  Corp  . . . 

139 

2,596 

Utah -Idaho  Sugar  Co _ _ 

320 

5,977 

Total _ _ 

2,408 

45,000 

Because  of  the  limited  time  remaining 
in  the  quota  year  to  which  the  allot¬ 
ments  apply,  it  is  imperative  that  this 
amendment  become  effective  at  the  earli¬ 
est  possible  date  in  order  to  permit  the 
continued  orderly  marketing  of  sugar. 
Accordingly,  it  is  hereby  found  that  com¬ 
pliance  with  the  30-day  effective  date 
requirements  of  the  Administrative  Pro¬ 
cedure  Act  (60  Stat.  237)  is  impracticable 
and  contrary  to  the  public  interest  and 
consequently  this  amendment  shall  be 
effective  when  published  in  the  Federal 
Register. 

Pursuant  to  the  authority  vested  in 
the  Secretary  of  Agriculture  by  section 
205  (a)  of  the  Act,  paragraph  (a)  of 
§  814.31,  Amendment  1,  is  hereby  further 
amended  to  read  as  follows: 

§  814.31  Allotment  of  the  1955  sugar 
quota  for  Domestic  Beet  Sugar  Area — 
(a)  Allotments.  The  1955  sugar  quota 
for  the  Domestic  Beet  Sugar  Area  is 
hereby  allotted  to  the  following  persons 

(Continued  on  p.  8871) 
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Title  49 

Chapter  I: 

part  315 _ _  8930 

Part  405 - - — -  8931 


in  the  amounts  which  appear  opposite 
their  respective  names: 


Allotment 

Processors 

Short 
tons  raw 
value 

100-pound 
bags  beet 
sugar 

Amalgamated  Sugar  Co.,  The . 

232,801 

4, 351,429 

American  Crystal  Sugar  Co. . 

268, 855 

4,  838,  416 

Buckeve  Sugars,  Inc . . 

10, 183 

190,  331 

Franklin  County  Sugar  Co - 

10, 183 

190,  331 

Garden  City  Co.,  The . . 

7,503 

140,  244 

Great  Lakes  Sugar  Co - - 

21,437 

400,  697 

Great  Western  Sugar  Co.,  The - 

406,000 

7, 600,  000 

Holly  Sugar  Corp.. . 

276,  005 

5,158,974 

Lake  Shore  Sugar  Co _ ........ 

9,111 

7,  825 

170,296 

Layton  Sugar  Co  ... . . . 

146,  255 

Menominee  Sugar  Co - 

5,  359 

100,  174 

Michigan  Sugar  Co - 

58,953 

1, 101,917 

Monitor  Sugar  Division  of  Robt. 
Gago  Coal  Co . 

19,830 

370,  645 

National  Sugar  Manufacturing 
Co.,  The.. . ; . 

4,  012 

75,000 

Spreckels  Sugar  Co . . . 

202,  314 

3,781,578 

Superior  Sugar  Refining  Co. . 

5,350 

100,000 

Union  Sugar  Division,  Consoli¬ 
dated  Foods  Corp . 

79,  854 

1,  492,  596 

Utah-Idaho  Sucnr  Co _ 

183,  825 

3,  435, 977 

All  other  persons... _ ..... _ 

000 

.000 

Total . . . ... _ .... 

1,800,000 

33, 644, 860 

(Sec.  403,  61  Stat.  932;  7  U.  S.  C.  1153. 
Interprets  or  applies  sec.  205,  61  Stat.  926; 
7  U.  S.  C.  1115) 


Done  at  Washington,  D.  C.,  this  29th 
day  of  November  1955.  Witness  my 
hand  and  the  seal  of  the  Department  of 
Agriculture. 

[seal]  True  D.  Morse, 

Acting  Secretary  of  Agriculture. 

[F.  R.  Doc.  55-9698;  Filed,  Dec.  2,  1955; 
8:47  a.  m.] 


Chapter  IX — Agricultural  Marketing 
Service  (Marketing  Agreements  and 
Orders),  Department  of  Agriculture 

[Navel  Orange  Reg.  63] 

Part  914 — Navel  Oranges  Grown  in 
Arizona  and  Designated  Part  of  Cali¬ 
fornia 

LIMITATION  OF  HANDLING 

§  914.363  Navel  Orange  Regulation 
63 — (a)  Findings.  (1)  Pursuant  to  the 
marketing  agreement,  as  amended,  and 
Order  No.  14,  as  amended  (7  CFR  Part 
914;  19  P.  R.  2941),  regulating  the  han¬ 
dling  of  navel  oranges  grown  in  Arizona 
and  designated  part  of  California,  effec¬ 
tive  September  22,  1953,  under  the  ap¬ 
plicable  provisions  of  the  Agricultural 
Marketing  Agreement  Act  of  1937,  as 
amended  (7  U.  S.  C.  601  et  seq.),  and 
upon  the  basis  of  the  recommendation 
and  information  submitted  by  the  Navel 
Orange  Administrative  Committee,  es¬ 
tablished  under  the  said  amended  mar¬ 
keting  agreement  and  .  order,  and  upon 
other  available  information,  it  is  hereby 
found  that  the  limitation  of  handling  of 
such  navel  oranges,  as  hereinafter  pro¬ 
vided,  will  tend  to  effectuate  the  declared 
policy  of  the  act. 

(2)  It  is  hereby  further  found  that  it 
is  impracticable  and  contrary  to  the 
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public  interest  to  give  preliminary  notice, 
engage  in  public  rule-making  procedure, 
and  postpone  the  effective  date  of  this 
section  until  30  days  after  publication 
thereof  in  the  Federal  Register  (60  Stat. 
237;  5  U.  S.  C.  1001  et  seq.)  because  the 
time  intervening  between  the  date  when 
information  upon  which  this  section  is 
based  became  available  and  the  time 
when  this  section  must  become  effective 
in  order  to  effectuate  the  declared  policy  _ 
of  the  act  is  insufficient,  and  a  reasonable 
time  is  permitted,  under  the  circum¬ 
stances,  for  preparation  for  such  effec¬ 
tive  time;  and  good  cause  exists  for 
making  the  provisions  hereof  effective-as 
hereinafter  set  forth.  The  Navel  Orange 
Administrative  Committee  held  an  open 
meeting  on  December  1,  1955,  after  giv¬ 
ing  due  notice  thereof,  to  consider  supply 
and  market  conditions  for  navel  oranges 
and  the  need  for  regulation;  interested 
persons  were  afforded  an  opportunity  to 
submit  information  and  views  at  this 
meeting;  the  recommendation  and  sup¬ 
porting  information  for  regulation  dur¬ 
ing  the  period  specified  herein  was 
promptly  submitted  to  the  Department 
after  such  meeting  was  held;  the  provi¬ 
sions  of  this  section,  including  its  effec¬ 
tive  time,  are  identical  with  the  aforesaid 
recommendation  of  the  committee,  and 
information  concerning  such  provisions 
and  effective  time  has  been  disseminated 
among  handlers  of  such  navel  oranges; 
it  is  necessary,  in  order  to  effectuate  the 
declared  policy  of  the  act,  to  make  this 
section  effective  during  the  period  herein 
specified;  and  compliance  with  this  sec¬ 
tion  will  not  require  any  special  prepara¬ 
tion  Qn  the  part  of  persons  subject 
thereto  which  cannot  be  completed  on  or 
before  the  effective  date  hereof. 

(b)  Order.  (1)  The  quantity  of  naveT 
oranges  grown  in  Arizona  and  desig¬ 
nated  part  of  California  which  may  be 
handled  during  the  period  beginning  at 
12:01  a.  m.,  P.  s.  t.,  December  4, 1955,  and 
ending  at  12:01  a.  m.,  P.  s.  t.,  December 
11,  1955,  is  hereby  fixed  as  follows: 

(1)  District  1:  1,108,800  cartons; 

.  (ii)  District  2:  10,420  cartons; 

(iii)  District  3:  Unlimited  movement; 

(iv)  District  4:  Unlimited  movement. 

(2)  Navel  oranges  handled  pursuant 
to  the  provisions  of  this  section  shall  be 
subject  to  any  size  restrictions  applicable 
thereto  which  have  heretofore  been 
issued  on  the  handling  of  such  oranges 
and  which  are  effective  during  the  period 
specified  herein. 

(3)  As  used  in  this  section,  “handled,” 
“District  1,”  “District  2,”  “District  3,” 
and  “District  4”  have  the  same  meaning 
as  when  used  in  said  amended  marketing 
agreement  and  order;  and  “carton” 
means  the  standard  one-half  orange, 
grapefruit,  or  lemon  box  set  forth  as 
standard  container  number  58  in  section 
828.83,  as  amended,  of  the  Agricultural 
Code  of  California. 

(Sec.  5,  49  Stat.  753,  as  amended;  7  U.  S.  O. 
608c) 

Dated:  December  2,  1955. 

[seal!  .  S.  R.  Smith, 

Director,  Fruit  and  Vegetable 
Division,  Agricultural  Mar¬ 
keting  Service. 

[F.  R.  Doc.  55-9806;  Filed,  Dec.  2,  1955; 

11:16  a.  m.] 
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[Grapefruit  Reg.  232] 

Part  933 — Oranges,  Grapefruit,  and 
Tangerines  Grown  in  Florida 

limitation  of  shipments 

§  933.756  Grapefruit  Regulation  232 — 
(a)  Findings.  (1)  Pursuant  to  the  mar¬ 
keting  agreement,  as  amended,  and 
Order  No.  33,  as  amended  (7  CFR  Part 
933) ,  regulating  the  handling  of  oranges, 
grapefruit,  and  tangerines  grown  in  the 
State  of  Florida,  effective  under  the  ap¬ 
plicable  provisions  of  the  Agricultural 
Marketing  Agreement  Act  of  1937,  as 
amended  (7  U.  S.  C.  601  et  seq.),  and 
upon  the  basis  of  the  recommendations 
of  the  committees  established  under  the 
aforesaid  amended  marketing  agreement 
and  order,  and  upon  other  available  in¬ 
formation,  it  is  hereby  found  that  the 
limitation  of  shipments  of  grapefruit,  as 
hereinafter  provided,  will  tend  to  effec¬ 
tuate  the  declared  policy  of  the  act. 

(2)  It  is  hereby  further  found  that  it 
is  impracticable  and  contrary  to  the  pub¬ 
lic  interest  to  give  preliminary  notice, 
engage  in  public  rule-making  proce¬ 
dure,  and  postpone  the  effective  date  of 
this  section  until  30  days  after  publica¬ 
tion  thereof  in  the  Federal  Register 
(60  Stat.  237;  5  U.  S.  C.  1001  et  seq.)  be¬ 
cause  the  time  intervening  between  the 
date  when  information  upon  which  this 
section  is  based  became  available  and  the 
time  when  this  section  must  become  ef¬ 
fective  in  order  to  effectuate  the  declared 
policy  of  the  act  is  insufficient;  a  rea¬ 
sonable  time  is  permitted,  under  the 
circumstances,  for  preparation  for  such 
effective  time;  and  good  cause  exists  for 
making  the  provisions  hereof  effective 
not  later  than  December  5,  1955.  Ship¬ 
ments  of  grapefruit,  grown  in  the  State 
of  Florida,  are  presently  subject  to  regu¬ 
lation  by  grades  and  sizes,  pursuant  to 
the  amended  marketing  agreement  and 
order,  and  will  so  continue  until  Decem¬ 
ber  5,  1955;  the  recommendation  and 
supporting  information  for  continued 
regulation  subsequent  to  December  4, 
1955,  was  promptly  submitted  to  the  De¬ 
partment  after  an  open  meeting  of  the 
Growers  Administrative  Committee  on 
November  29;  such  meeting  was  held  to 
consider  recommendations  for  regula¬ 
tion,  after  giving  due  notice  of  such 
meeting,  and  interested  persons  were  af¬ 
forded  an  opportunity  to  submit  their 
views  at  this  meeting;  the  provisions  of 
this  section,  including  the  effective  time 
hereof,  are  identical  with  the  aforesaid 
recommendation  of  the  committee,  and 
information  concerning  such  provisions 
and  effective  time  has  been  disseminated 
among  handlers  of  such  grapefruit;  it  is 
necessary,  in  order  to  effectuate  the  de¬ 
clared  policy  of  the  act,  to  make  this 
section  effective  during  the  period  here¬ 
inafter  set  forth  so  as  to  provide  for  the 
continued  regulation  of  the  handling  of 
grapefruit;  and  compliance  with  this 
section  will  not  require  any  special  prep¬ 
aration  on  the  part  of  persons  subject 
thereto  which  cannot  be  completed  by 
the  effective  time  hereof. 

(b)  Order.  (1)  During  the  period  be¬ 
ginning  at  12:01  a.  m.,  e.  s.  t.,  December 
5,  1955,  and  ending  at  12:01  a.  m.,  e.  s.  t., 
December  19,  1955,  no  haulier  shall 
ship: 
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(1)  Any  seeded  grapefruit,  grown  in 
the  State  of  Florida,  which  are  not  ma¬ 
ture  and  do  not  grade  at  least  U.  S.  No.  1 
Russet; 

(ii)  Any  seedless  grapefruit,  grown  in 
Regulation  Area  I,  which  are  not  mature 
and  do  not  grade  at  least  U.  S.  No.  1 
Russet ; 

'  (iii)  Any  seedless  grapefruit,  grown  in 
Regulation  Area  II,  which  are  not  ma¬ 
ture  and  do  not  grade  at  least  U.  S.  No.  2 ; 

(iv)  Any  seedless  grapefruit,  grown  in 
Regulation  Area  n,  which  are  mature 
and  which  grade  U.  S.  No.  2  or  U.  S. 
No.  2  Bright  unless  such  seedless  grape¬ 
fruit  (a)  are  in  the  same  container  with 
seedless  grapefruit  which  grade  at  least 
U.  S.  No.  1  Russet  and  (b)  are  not  in  ex¬ 
cess  of  50  percent,  by  count,  of  the  num¬ 
ber  of  all  seedless  grapefruit  in  such 
container;  . 

(y)  Any  seeded  grapefruit,  grown  in 
the  State  of  ‘Florida,  which  are  of  a  size 
smaller  than  a  size  that  will  pack  70 
grapefruit,  packed  in  accordance  with 
the  requirements  of  a  standard  pack,  in 
a  standard  nailed  box;  or 

(vi)  Any  seedless  grapefruit,  grown  in 
the  State  of  Florida,  which  are  of  a  size 
smaller  than  a  size  that  will  pack  96 
grapefruit,  packed  in  accordance  with 
the  requirements  of  a  standard  pack,  in 
a  standard  nailed  box. 

(2)  As  used  in  this  section,  “handler," 
“ship,”  “Growers  Administrative  Com¬ 
mittee,”  “Regulation  Area  I,”  and  “Regu¬ 
lation  Area  II,”  shall  have  the  same 
meaning  as  when  used  in  said  amended 
marketing  agreement  and  order;  the 
terms  “U.  S.  No.  1  Russet,”  “U.  S.  No.  2,” 
“U.  S.  No.  2  Bright,”  “standard  pack,” 
and  “standard  nailed  box”  shall  have  the 
same  meaning  as  when  used  in  the  re¬ 
vised  United  States  Standards  for  Flor¬ 
ida  Grapefruit  (7  CFR  51.750-51.790); 
and  the  term  “mature”  shall  have  the 
same  meaning  as  set  forth  in  section 
601.16  Florida  Statutes,  Chapters  26492 
and  28090,  known  as  the  Florida  Citrus 
Code  of  1949,  as  supplemented  by  sec¬ 
tion  601.17  (Chapters  25149  and  28090) 
and  also  by  section  601.18,  as  amended 
on  June  2,  1955  (Chapter  29760). 

(Sec.  5,  49  Stat.  753,  as  amended;  7  U.  S.  C. 
608c) 

Dated:  November  3d?  1955. 

[seal!  Floyd  F.  Hedlund, 

'  Acting  Director,  Fruit  and  Vege¬ 
table  Division,  Agricultural 
Marketing  Service. 

(P.  R.  Doc.  55-9738;  Piled,  Dec.  2,  1955; 

8:49  a.  m.] 


[Orange  Reg.  286] 

Part  933 — Oranges,  Grapefruit,  and 
Tangerines  Grown  in  Florida 

limitation  of  shipments 

§  933.757  Orange  Regulation  286 — 
(a)  Findings.  (1)  Pursuant  to  the  mar¬ 
keting  agreement,  as  amended,  and 
Order  No.  33,  as  amended  (7  CFR  Part 
933 ) ,  regulating  the  handling  of  oranges, 
grapefruit,  and  tangerines  grown  in  the 
State  of  Florida,  effective  under  the 
applicable  provisions  of  the  Agricultural 
Marketing  Agreement  Act  of  1937,  as 


amended  (7  U.  S.  C.  601  et  seq.),  and 
upon  the  basis  of  the  recommendations 
of  the  committees  established  under  the 
aforesaid  amended  marketing  agree¬ 
ment  and  order  and  upon  other  available 
information,  it  is  hereby  found  that  the 
limitation  of  shipments  of  all  Florida 
oranges,  as  hereinafter  provided,  will 
tend  to  effectuate  the  declared  policy  of 
the  act. 

(2)  It  is  hereby  further  found  that 
it  is  impracticable  and  contrary  to  the 
public  interest  to  give  preliminary  no¬ 
tice,  engage  in  public  rule-making  pro¬ 
cedure,  and  postpone  the  effective  date 
of  this  section  until  30  days  after  pub¬ 
lication  thereof  in  the  Federal  Register 
(60  Stat.  237;  5  U.  S.  C.  1001  et  seq.) 
because  the  time  intervening  between 
the  date  when  information  upon  which 
this  section  is  based  became  available 
and  the  time  when  this  section  must 
become  effective  in  order  to  effectuate 
the  declared  policy  of  the  act  is  insuffi¬ 
cient;  a  reasonable  time  is  permitted, 
under  the  circumstances,  for  prepara¬ 
tion  for  such  effective  time;  and  good 
cause  exists  for  making  the  provisions 
hereof  effective  not  later  than  December 
5,  1955.  Shipments  of  all  oranges,  grown 
in  the  State  of  Florida,  are  presently 
subject  to  regulation  by  grades  and  sizes, 
pursuant  to  the  amended  marketing 
agreement  and  order,  and  will  so  con¬ 
tinue  until  December  5,  1955;  the  rec¬ 
ommendation  and  supporting  informa¬ 
tion  for  continued  regulation  subsequent 
to  December  4,  1955,  were  promptly 
submitted  to  the  Department  after  an 
open  meeting  of  the  Growers  Adminis¬ 
trative  Committee  on  November  29 ;  such 
meeting  was  held  to  consider  recom¬ 
mendations  for  regulation,  after  giving 
due  notice  of  such  meeting,  and  inter¬ 
ested  persons  were  afforded  an  oppor¬ 
tunity  to  submit  their  views  at  this  meet¬ 
ing;  the  provisions  of  this  section, 
including  the  effective  time  hereof,  are 
identical  with  the  aforesaid  recommen¬ 
dation  of  the  committee,  and  informa¬ 
tion  concerning  such  provisions  and 
effective  time  has  been  disseminated 
among  handlers  of  such  oranges;  it  is 
necessary,  in  order  to  effectuate  the 
declared  policy  of  the  act,  to  make  this 
section  effective  during  the  period  here¬ 
inafter  set  forth  so  as  to  provide  for 
the  continued  regulation  of  the  han¬ 
dling  of  all  oranges,  and  compliance  with 
this  section  will  not  require  any  special 
preparation  on  the  part  of  the  persons 
subject  thereto  which  cannot  be  com¬ 
pleted  by  the  effective  time  hereof. 

(b)  Order.  (1)  During  the  period  be¬ 
ginning  at  12:01  a.  m.,  e.  s.  t.,  December 
5,  1955,  and  ending  at  12:01  a.  m.,  e.  s.  t., 
December  19, 1955,  no  handler  shall  ship: 

(1)  Any  oranges,  including  Temple 
oranges,  grown  in  the  State  of  Florida, 
which  do  not  grade  at  least  U.  S.  No.  1 
Russet;  or 

(ii)  Any  oranges,  except  Temple  or¬ 
anges,  grown  in  the  State  of  Florida, 
which  are  of  a  size  smaller  than  a  size 
that  will  pack  252  oranges,  packed  in 
accordance  with  the  requirements  of  a 
standard  pack,  in  a  standard  1%  bushel 
nailed  box. 

(2)  As  used  herein,  the  terms  “han¬ 
dler,”  “ship,”  and  “Growers  Adminis¬ 
trative  Committee”  shall  each  have  the 


same  meaning  as  when  used  in  said 
amended  marketing  agreement  and 
order;  and  the  terms  “U.  S.  No.  1  Rus¬ 
set,”  “standard  pack,”  and  “standard 
1%  bushel  nailed  box”  shall  have  the 
same  meaning  as  when  used  in  the 
United  States  Standards  for  Florida  Or¬ 
anges  and  Tangelos  (§§  51.1140-51.1186 
of  this  title,  20  F.  R.  7205). 

(Sec.  5,  49  Stat.  753,  as  amended;  7  U.  S.  C 
608c) 

Dated:  November  30,  1955. 

[seal]  Floyd  F.  Hedlund, 

Acting  Director,  Fruit  and  Vege¬ 
table  Division,  Agricultural 
Marketing  Service. 

[P.  R.  Doc.  55-9739;  Piled,  Dec.  2,  1955; 
8:49  a.  m.] 


[Tangerine  Reg.  163]  , 

Part  933 — Oranges,  Grapefruit,  and 
Tangerines  Grown  in  Florida 

limitation  of  shipments 

§  933.758  Tangerine  Regulation  163— 
(a)  Findings.  (1)  Pursuant  to  the 
marketing  agreement,  as  amended,  and 
Order  No.  33,  as  amended  (7  CFR  Part 
933) ,  regulating  the  handling  of  oranges, 
grapefruit,  and  tangerines  grown  in 
the  State  of  Florida,  effective  under  the 
applicable  provisions  of  the  Agricultural 
Marketing  Agreement  Act  of  1937,  as 
amended  (7  U.  S.  C.  601  et  seq.),  and 
upon  the  basis  of  the  recommendations 
of  the  committees  established  under  the 
aforesaid  amended  marketing  agree¬ 
ment  and  order,  and  upon  other  avail¬ 
able  information,  it  is  hereby  found  that 
the  limitation  of  shipments  of  tange¬ 
rines,  as  hereinafter  provided,  will  tend 
to  effectuate  the  declared  policy  of  the 
act. 

(2)  It  is  hereby  further  found  that  it  is 
impracticable  and  contrary  to  the  public 
interest  to  give  preliminary  notice,  en¬ 
gage  in  public  rule-making  procedure, 
and  postpone  the  effective  date  of  this 
section  until  30  days  after  publication 
thereof  in  the  Federal  Register  (60  Stat. 
237;  5  U.  S.  C.  1001  et  seq.)  because  the 
time  intervening  between  the  date  when 
information  upon  which  this  section  is 
based  became  available  and  the  time 
when  this  section  must  become  effective 
in  order  to  effectuate  the  declared  policy 
of  the  act  is  insufficient;  a  reasonable 
time  is  permitted,  under  the  circum¬ 
stances,  for  preparation  for  such  effec¬ 
tive  time;  and  good  cause  exists  for 
making  the  provisions  hereof  effective 
not  later  than  December  5,  1955.  Ship¬ 
ments  of  tangerines,  grown  in  the  State 
of  Florida,  are  presently  subject  to  reg¬ 
ulation  by  grades  and  sizes,  pursuant  to 
the  amended  marketing  agreement  and 
order,  and  will  so  continue  until  De¬ 
cember  5, 1955 ;  the  recommendation  and 
supporting  information  for  continued 
regulation  subsequent  to  December  4, 
1955,  was  promptly  submitted  to  the 
Department  after  an  open  meeting  of 
the  Growers  Administrative  Committee 
on  November  29 ;  such  meeting  was  held 
to  consider  recommendations  for  regula¬ 
tion,  after  giving  due  notice  of  such 
meeting,  and  interested  persons  were 
afforded  an  opportunity  to  submit  their 
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views  at  this  meeting;  the  provisions 
of  this  section,  including  the  effective 
time  hereof,  are  identical  with  the  afore¬ 
said  recommendation  of  the  committee, 
and  information  concerning  such  provi¬ 
sions  and  effective  time  has  been  dis¬ 
seminated  among  handlers  of  such 
tangerines;  it  is  necessary,  in  order  to 
effectuate  the  declared  policy  of  the  act, 
to  make  this  section  effective  during  the 
period  hereinafter  set  forth  so  as  to 
provide  for  the  continued  regulation  of 
the  handling  of  tangerines;  and  com¬ 
pliance  with  this  section  will  not  require 
any  special  preparation  on  the  part  of 
persons  subject  thereto  which  cannot  be 
completed  on  or  before  the  effective 
time  hereof. 

(b)  Order.  (1)  During  the  period  be¬ 
ginning  at  12:01  a.  m.,  e.  s.  t.,  December 
5, 1955,  and  ending  at  12:01  a.  m.,  e.  s.  t., 
December  19, 1955,  no  handler  shall  ship: 

(1)  Any  tangerines,  grown  in  the  State 
of  Florida,  that  do  not  grade  at  least 
U.  S.  No.  1  Russet;  or 

(ii)  Any  tangerines,  grown  in  the 
State  of  Florida,  that  are  of  a  size  smaller 
than  the  size  that  will  pack  210  tange¬ 
rines,  packed  in  accordance  with  the  re¬ 
quirements  of  a  standard  pack,  in  a 
half-standard  box  (inside  dimensions 
9V2  x  9V2  x  !9Vs  inches;  capacity  1,726 
cubic  inches). 

(2)  As  used  in  this  section,  “handler,” 
“ship,”  and  “Growers  Administrative 
Committee”  shall  have  the  same  mean¬ 
ing  as  when  used  in  said  amended  mar¬ 
keting  agreement  and  order;  and  the 
terms  “U.  S.  No.  1  Russet”  and  “standard 
pack”  shall  have  the  same  meaning  as 
when  used  in  the*  revised  United  States 
Standards  for  Florida  Tangerines 
(7  CFR  51.1810-51.1836). 

(Sec.  5,  49  Stat.  753,  as  amended;  7  U.  S.  C. 
608c) 

Dated:  November  30,  1955. 

[seal]  Floyd  F.  Hedlund, 

Acting  Director,  Fruit  and  Veg¬ 
etable  Division,  Agricultural 
Marketing  Service. 

[P.  R.  Doc.  55-9740;  Filed,  Dec.  2,  1955; 

8:50  a.  m.] 


[Lemon  Reg.  618] 

Part  953 — Lemons  Grown  in  California 
and  Arizona 

limitations  of  shipments 

§  953.725  Lemon  Regulation  618 — (a) 
Findings.  (1)  Pursuant  to  the  market¬ 
ing  agreement,  as  amended,  and  Order 
No.  53,  as  amended  (7  CFR  Part  953; 
20  F.  R.  2913),  regulating  the  handling 
of  lemons  grown  in  the  State  of  Cali¬ 
fornia  or  in  the  State  of  Arizona,  effec¬ 
tive  under  the  applicable  provisions  of 
the  Agricultural  Marketing  Agreement 
Act  of  1937,  as  amended  (7  U.  S.  C. 
601  et  seq.),  and  upon  the  basis  of 
the  recommendation  and  information 
submitted  by  the  Lemon  Administrative 
Committee,  established  under  the  said 
amended  marketing  agreement  and 
order,  and  upon  other  available  infor¬ 
mation,  it  is  hereby  found  that  the  lim¬ 
itation  of  the  quantity  of  such  lemons 
which  may  be  handled,  as  hereinafter 
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provided,  will  tend  to  effectuate  the  de¬ 
clared  policy  of  the  act. 

(2)  It  is  hereby  further  found  that  it 
is  impracticable  and  contrary  to  the  pub¬ 
lic  interest  to  give  preliminary  notice, 
engage  in  public  rule-making  procedure, 
and  postpone  the  effective  date  of  this 
section  until  30  days  after  publication 
thereof  in  the  Federal  Register  (60  Stat. 
237;  5  U.  S.  C.  1001  et  seq.)  because  the 
time  intervening  between  the  date  when 
information  upon  which  this  section  is 
based  became  available  and  the  time 
when  this  section  must  become  effective 
in  order  to  effectuate  the  declared  policy 
of  the  act  is  insufficient,  and  a  reasonable 
time  is  permitted,  under  the  circum¬ 
stances,  for  preparation  for  such  effec¬ 
tive  time;  and  good  cause  exists  for  mak¬ 
ing  the  provisions  hereof  effective  as 
hereinafter  set  forth.  Shipments  of 
lemons,  grown  in  the  State  of  California 
or  in  the  State  of  Arizona,  are  currently 
subject  to  regulation  pursuant  to  said 
amended  marketing  agreement  and  or¬ 
der;  the  recommendation  and  support¬ 
ing  information  for  regulation  during 
the  period  specified  herein  was  promptly 
submitted  to  the  Department  after  an 
open  meeting  of  the  Lemon  Administra¬ 
tive  Committee  on  November  30,  1955, 
such  meeting  was  held,  after  giving  due 
notice  thereof  to  consider  recommenda¬ 
tions  for  regulation,  and  interested  per¬ 
sons  were  afforded  an  opportunity  to 
submit  their  views  at  this  meeting;  the 
provisions  of  this  section,  including  its 
effective  time,  are  identical  with  the 
aforesaid  recommendation  of  the  com¬ 
mittee,  and  information  concerning  such 
provisions  and  effective  time  has  been 
disseminated  among  handlers  of  such 
lemons;  it  is  necessary,  in  order  to  ef¬ 
fectuate  the  declared  policy  of  the  act, 
to  make  this  section  effective  during  the 
period  hereinafter  specified;  and  com¬ 
pliance  with  this  section  will  not  require 
any  special  preparation  on  the  part  of 
persons  subject  thereto  which  cannot  be 
completed  by  the  effective  time  thereof. 

(b)  Order.  (1)  The  quantity  of 
lemons  grown  in  the  State  of  California 
or  in  the  State  of  Arizona  which  may 
be  handled  during  the  period  beginning 
at  12:01  a.  m.,  P.  s.  t.,  December  4,  1955, 
and  ending  at  12:01  a.  m.,  P.  s.  t.,  De¬ 
cember  11,  1955,  is  hereby  fixed  as 
follows : 

(i)  District  1:  Unlimited  movement; 

(ii)  District  2:  158,100  cartons; 
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(iii)  District  3:  13,950  cartons. 

(2)  As  used  in  this  section,  “handled,” 
“District  1,”  “District  2,”  and  “District 
3”  have  the  same  meaning  as  when 
used  in  the  said  amended  marketing 
agreement  and  order;  and  “carton” 
means  the  standard  one-half  orange, 
grapefruit  or  lemon  box  set  forth  as 
standard  container  number  58  in  section 
828.83,  as  amended,  of  the  Agricultural 
Code  of  California. 

(Sec.  5,  49  Stat.  753,  as  amended;  7  U.  S.  C. 
608c) 

Dated:  December  1,  1955. 

[seal]  S.  R.  Smith, 

Director,  Fruit  and  Vegetable 
Division,  Agricultural  Mar¬ 
keting  Service. 

[F.  R.  Doc.  55-9781;  Filed,  Dec.  2,  1955; 

8:50  a.  m.] 

TITLE  29 — LABOR 

Chapter  V — Wage  and  Hour  Division, 
Department  of  Labor 

Part  545 — Homeworkers  in  Needlework 

and  Fabricated  Textile  Products  In¬ 
dustry  in  Puerto  Rico 

*  PIECE  RATES 

On  November  9,  1955,  notice  was  pub¬ 
lished  in  the  Federal  Register  (20  F.  R. 
8389)  that  the  Administrator  of  the 
Wage  and  Hour  Division,  United  States 
Department  of  Labor,  proposed  to 
amend  29  CFR,  §  545.13,  providing  piece 
rates  for  the  needlework  and  fabricated 
textile  products  industry  in  Puerto  Rico 
(1)  by  the  addition  to  Schedule  A  of 
piece  rates  applicable  to  the  silk,  rayon 
and  nylon  (except  infants’)  underwear 
division,  and  (2)  by  the  addition  of 
Schedule  E,  containing  the  piece  rates 
applicable  to  the  general  division.  *  In¬ 
terested  persons  were  given  15  days  to 
submit  for  consideration  data,  views  or 
arguments  pertaining  to  the  proposed 
changes.  No  objections  have  been 
received. 

Accordingly,  pursuant  to  authority 
under  section  6  (a),  of  the  Fair  Labor 
Standards  Act  of  1938,  as  amended  (52 
Stat.  1060,  as  amended;  29  U.  S.  C.  201 
et  seq.),  §  545.13  is  amended  by  the  addi¬ 
tion  of  the  following  piece  rates: 

§  545.13  Piece  rates  established  in  ac¬ 
cordance  with  §  545.9. 


Schedule  A— Piece  Rate  Schedule  for  the  Silk,  Rayon  and  Nylon  (except  infants’)  Division  of  the 
Needlework  and  Fabricated  Textile  Products  Industry  in  Puerto  Rico 


No. 

Operation 

Piece  rates 
based  on 
hourly  rate 
of  26  cents 

Unit  of  payment 

1 

HAND-SEWING  OPERATIONS  1 

Arenilla  (seed  stitch),  close,  \V  squares . . 

Cent* 

31.20 

Per  dozen  squares. 

2 

Arenilla  (seed  stitch),  scattered,  H"  squares - - - - 

15. 60 

Do. 

3 

Arrows,  filled  in,  - - - - 

7.  HO 

Per  dozen. 

4 

Back  stitch  on  yokes,  armholes,  etc . 

17.  33 

Per  yard. 

5 

Basting  bias  with  cord . . . . . C _ _ ... _  . 

8.58 

Do. 

6 

Basting  darts  before  sewing . . . . . . 

9.04 

Do. 

7 

Basting  for  fagoting . i... . . . . . 

2.35 

Do. 

8 

Basting  hems,  1"  to  6"  wide _ _ 

5.20 

Do. 

9 

4.49 

Do. 

10 

Basting  waist  lines,  plackets  and  facings,  2  to  3  stitches  per  inch _ 

3.26 

Do. 

11 

Bias  piping,  joined,  double,  over  10  stitches  per  inch . . 

10.40 

Do. 

12 

Bias  piping,  joined,  single,  over  10  stitches  per  inch . - . . 

13.00 

Do. 

13 

Bias  piping,  second  seam,  joined,  double,  set  flat  on  garment  with 

15.66 

Do. 

14 

running  stitch. 

Blanket  stitch,  folding  included,  18  stitches  per  inch . 

29. 46 

Do. 

1  For  description  of  operations  included  under  “hand-sewing”,  sty  definitions  in  applicable  section  of  wage  order, 
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Saturday ,  December  3,  1955 

TITLE  26— -INTERNAL  REVENUE, 
1954 

Chapter  I — Internal  Revenue  Service, 
Department  of  the  Treasury 

Subchapter  A — Income  Tax 
[T.  D.  6152] 

Part  1 — Income  Tax:  Taxable  Years 
Beginning  After  December  31, 1953 

CORPORATE  DISTRIBUTIONS  AND 
ADJUSTMENTS 

On  December  11,  1954,  notice  of  pro¬ 
posed  rule  making  regarding  the  regula¬ 
tions  under  Parts  I  to  IV,  inclusive,  and 
Part  VI  of  Subchapter  C  of  Chapter  1 
of  the  Internal  Revenue  Code  of  1954  was 
published  in  the  Federal  Register  (19 
F.  R.  8237).  After  consideration  of  such 
relevant  suggestions  as  were  presented 
by  interested  persons  regarding  the  pro¬ 
posals,  the  following  regulations  are 
hereby  adopted: 

Part  I — Distributions  by  corporations. 
The  rules  in  §§  1.301  to  1.318-4  are  to  be 
applied  in  connection  with  the  provi¬ 
sions  of  Part  I,  sections  301  through  318. 
For  rules  relating  to  the  effective  date 
of  §§  1.301  to  1.318-4  and  tc  the  applica¬ 
tion  of  §§  1.301  to  1.318-4  to  years  subject 
to  the  Internal  Revenue  Code  of  1939,  see 
Part  VI  (§§  1.391  to  1.395-1). 

Part  II — Corporate  liquidations.  The 
rules  in  §§1.331  to  1.346-3  are  to  be 
applied  in  connection  with  the  provisions 
of  Part  II,  sections  331  through  346. 
For  rules  relating  to  the  effective  date  of 
§§  1.331  to  1.346-3  and  to  the  application 
of  §§  1.331  to  1.346-3  to  years  subject  to 
the  Internal  Revenue  Code  of  1939,  see 
Part  VI  (§§  1.391  to  1.395-1). 

Part  III — Corporate  organizations  and 
reorganizations.  The  rules  in  §§  1.351 
to  1.368-3  are  to  be  applied  in  connection 
with  the  provisions  of  Part  in,  sections 
351  through  368.  For  rules  relating  to 
the  effective  date  of  §§  1.351  to  1.368-3 
and  to  the  application  of  §§1.351  to 
1.368-3  to  years  subject  to  the  Internal 
Revenue  Code  of  1939,  sep  Part  VI 
(§§  1.391  to  1.395-1). 

Part  IV — Insolvency  reorganizations. 
The  rules  in  §§  1.371  to  1.373-3  are  to  be 
applied  in  connection  with  the  pro¬ 
visions  of  Part  TV,  sections  371  through 
373.  For  rules  relating  to  the  effective 
date  of  §§  1.371  to  1.373-3  and  to  the  ap¬ 
plication  of  §§  1.371  to  1.373-3  to  years 
subject  to  the  Internal  Revenue  Code  of 
1939,  see  Part  VI  (§§  1.391  to  1.395-1). 

Part  VI — Effective  date  of  subchapter 
C.  The  rules  in  §§  1.391  to  1.395-1  are 
to  be  applied  in  connection  with  the  pro¬ 
visions  of  Part  VI,  sections  391  through 
395. 

Corporate  Distributions  and  Adjustments 

DISTRIBUTIONS  BY  CORPORATIONS 

Effects  on  Recipients 

Sec. 

1.301  Statutory  provisions;  distributions 

by  corporations;  distributions  of 
property. 

1.301- 1  Rules  applicable  with  respect  to  dis- 

‘  trlbutlons  of  money  and  other 
property. 

1.302  Statutory  provisions;  distributions 

in  redemption  of  stock. 

1.302- 1  General. 
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Sec. 

1.302- 2  Redemptions  not  taxable  as  divi¬ 

dends. 

1.302- 3  Substantially  disproportionate  re¬ 

demption. 

1.302- 4  Termination  of  shareholder’s  inter¬ 

est. 

1.303  Statutory  provisions;  distributions 

in  redemption  of  stock  to  pay 
death  taxes. 

1.303- 1  General. 

1.303- 2  Requirements. 

1.303- 3  Application  of  other  sections. 

1.304  Statutory  provisions;  redemption 

through  use  of  related  -  corpora¬ 
tions. 

1.304- 1  General. 

1.304- 2  Acquisition  by  related  corporation 

(other  than  subsidiary). 

1.304- 3  Acquisition  by  a  subsidiary. 

1.305  Statutory  provisions;  distributions 

of  stock  and  stock  rights. 

1.305- 1  Stock  dividends. 

1.305- 2  Election  of  shareholders  as  to  me¬ 

dium  of  payment. 

1.305- 3  Distributions  in  discharge  of  pref¬ 

erence  dividends. 

1.306  Statutory  provisions;  dispositions 

of  certain  stock. 

1.306- 1  General. 

1.306- 2  Exceptions. 

1.306- 3  Section  306  stock  defined. 

1.307  Statutory  provisions;  basis  of  stock 

and  stock  rights  acquired  in 
distribution. 

1.307- 1  General. 

1.307- 2  Exception. 

Effects  on  Corporation 

1.311  Statutory  provisions;  taxability  of 

corporation  on  distribution. 

1.311- 1  General. 

1.312  Statutory  provisions;  effect  on  earn¬ 

ings  and  profits. 

1.312- 1  Adjustment  to  earnings  and  profits 

reflecting  distributions  by  corpo- 
'  rations. 

1.312- 2  Distributions  of  inventory  assets. 

1 .312- 3  Liabilities. 

1.312- 4  Examples  of  adjustments  provided 

in  section  312  (c). 

1.312- 5  Special  rule  for  partial  liquidations 

and  certain  redemptions. 

1.312- 6  Earnings  and  profits. 

1.312- 7  Effect  on  earnings  and  profits  of 

gain  or  loss  realized  after  Febru¬ 
ary  28,  1913. 

1.312- 8  Effect  on  earnings  and  profits  of 

receipt  of  tax-free  distributions 
requiring  adjustment  or  alloca¬ 
tion  of  basis  of  stock. 

1.312- 9  Adjustments  to  earnings  and  profits 

reflecting  increase  in  value  ac¬ 
crued  before  March  1,  1913. 

1.312- 10  Allocation  of  earnings  in  certain 

corporate  separations. 

1.312- 11  Effect  on  earnings  and  profits  6f 

certain  other  tax-free  exchanges 
and  tax-free  distributions. 

1.312- 12  Distributions  of  proceeds  of  loans 

guaranteed  by  the  United  States. 

Definitions;  Constructive  Ownership  of 
Stock 

1.316  Statutory  provisions;  dividend 

defined. 

1.316- 1  Dividends. 

1.316- 2  Sources  of  distribution  in  general. 

1.317  Statutory  provisions;  other  defi¬ 

nitions. 

1.317- 1  Property  defined. 

1.318  -  Statutory  provisions;  constructive 

ownership  of  stock. 

1.318- 1  Constructive  ownership  of  stock; 

Introduction. 

1.318- 2  Application  of  general  rules. 

1.318- 3  Estates,  trusts,  and  options. 

1.318- 4  Constructive  family  ownership. 


corporate  liquidations 
Effects  on  Receipients 

Sec. 

1.331  Statutory  provisions;  gain  or  loss 

to  shareholders  in  corporate  liqui¬ 
dations. 

1.331- 1  Corporate  liquidations. 

1.332  Statutory  provisions;  complete 

liquidations  of  subsidiaries. 

1.332- 1  Distributions  in  liquidation  of 

subsidiary  corporation;  general. 

1.332- 2  Requirements  for  nonrecognition  of 

gain  or  loss. 

1.332- 3  Liquidatibns  completed  within  one 

taxable  year. 

1.332- 4  Liquidations  covering  more  than 

one  taxable  year. 

1.332- 5  Distributions  in  liquidation  as  af¬ 

fecting  minority  interests. 

1.332- 6  Records  to  be  kept  and  information 

to  be  filed  with  return. 

1.332- 7  Indebtedness  of  subsidiary  to  par¬ 

ent. 

1.333  Statutory  provisions;  election  as  to 

recognition  of  gain  in  certain 
liquidations. 

1.333- 1  Corporate  liquidation  in  some  one 

calendar’  month. 

1.333- 2  Qualified  electing  shareholder. 

1.333- 3  Making  and  filing  of  written  elec¬ 

tions. 

1.333- 4  Treatment  of  gain. 

1.333- 5  Records  to  be  kept  and  information 

to  be  filed  with  return. 

1.334  Statutory  provisions;  corporate 

liquidations;  basis  of  property 
received  in  liquidations. 

1.334- 1  Basis  of  property  received  in  liqui-- 

datlons. 

1.334- 2  Property  received  in  liquidation 

under  section  333. 

Effects  on  Corporation 

1.336  Statutory  provisions;  general  rule. 

1.336- 1  General  rule  on  liquidation  of  cor¬ 

poration. 

1.337  Statutory  provisions;  gain  or  loss  on 

sales  or  exchanges  in  connection 
with  certain  liquidations. 

1.337- 1  General. 

1.337- 2  Sales  or  exchanges  within  the  scope 

of  section  337. 

1.337- 3  Property  defined. 

1.337- 4  Limitation  of  gain. 

1.337- 5  Information  to  be  filed  with  return. 

1.338  Statutory  provisions;  effect  on  earn¬ 

ings  and  profits. 

Collapsible  Corporations;  Foreign  Personal 
Holding  Companies 

1.341  Statutory  provisions;  collapsible 

corporations. 

1.341- 1  Collapsible  corporations;  in  general. 

1.341- 2  Definitions. 

1.341- 3  Presumptions. 

1.341- 4  Limitations  on  application  of  sec¬ 

tion. 

1.341- 5  Application  of  section. 

1.342  Statutory  provisions;  liquidation  of 

certain  foreign  personal  holding 
companies. 

1.342- 1  General. 

Definition 

1.346  Statutory  provisions;  partial  liqui¬ 
dation  defined. 

1.346- 1  Partial  liquidation. 

1.346- 2  Treatment  of  certain  redemptions. 

1.346- 3  Effect  of  certain  sales. 

CORPORATE  ORGANIZATIONS  AND 
.  REORGANIZATIONS 

1.351  Statutory  provisions;  transfer  to 
corporation  controlled  by  trans¬ 
feror. 

1.351- 1  Transfer  to  corporation  controlled 

by  transferor. 

1.351- 2  Receipt  of  property. 

1.351- 3  Records  to  be  kept  and  information 

to  be  filed. 
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Effects  on  Shareholders  and  Security  Holders 
Sec. 

1.354  Statutory  provisions;  exchanges  of 

stock  and  securities  In  certain 
reorganizations . 

1.354- 1  Exchanges  of  stock  and  securities  In 

certain  reorganizations. 

1.355  Statutory  provisions;  distribution 

of  stock  and  securities  of  a  con¬ 
trolled  corporation. 

1.355- 1  Distribution  of  stock  and  securities 

of  controlled  corporation. 

1.355- 2  Limitations. 

1.355- 3  Non  prorata  distributions,  etc. 

1.355- 4  Active  conduct  of  a  trade  or  busi¬ 

ness. 

1.355- 5  Records  to  be  kept  and  information 

to  be  filed. 

1.356  Statutory  provisions;  receipt  of 

additional  consideration. 

1.356- 1  Receipt  of  additional  consideration 

in  connection  with  an  exchange. 

1.356- 2  Receipt  of  additional  consideration 

not  in  connection  with  an  ex¬ 
change. 

1.356- 3  Rules  for  treatment  of  securities  as 

“other  property”. 

1.356- 4  Exchanges  for  section  306  stock. 

1.356- 5  Transactions  Involving  gift  or  com¬ 

pensation. 

1.357  Statutory  provisions;  assumption  of 

liability.  •  • 

1.357- 1  Assumption  of  liability. 

1.357- 2  Liabilities  in  excess  of  basis. 

1.358  Statutory  provisions;  basis  to  dis¬ 

tributees. 

1.858-1  Basis  to  distributees. 

1.358- 2  Allocation  of  basis  among  nonrecog¬ 

nition  property. 

1.358- 3  Treatment  of  assumption  of  liabili¬ 

ties. 

1.358- 4  Exception. 

Effects  on  Corporation 

1.361  Statutory  provisions;  nonrecogni¬ 

tion  of  gain  or  loss  to  corpora¬ 

tions. 

1.361- 1  Nonrecognition  of  gain  or  loss  to 

corporations. 

1.362  Statutory  provisions;  basis  to  cor¬ 

porations. 

1.362- 1  Basis  to  corporations. 

1.362- 2  Certain  contributions  to  capital. 

1.363  Statutory  provisions;  effect  on  earn¬ 

ings  and  profits. 

Special  Rule;  Definitions 


Sec. 

1.373-3  Property  acquired  by  electric  rail¬ 
way  corporation  in  corporate 
reorganization  proceeding. 

EFFECTIVE  DATE  OF  SUBCHAPTER  C 

1.391  Statutory  provisions;  effective  date 

of  Part  I. 

1.391- 1  Effective  date  of  Part  I  of  subchap¬ 

ter  C. 

1.392  Statutory  provisions;  effective  date 

of  Part  II. 

1.392- 1  Effective  date  of  Part  II  of  subchap¬ 

ter  C. 

1.393  •  Statutory  provisions;  effective  dates 

of  Parts  III  and  IV. 

1.393- 1  Effective  dates  of  Parts  III  and  IV  of 

subchapter  C. 

1.393- 2  Special  rule  with  respect  to  certain 

plans  of  reorganization  arising  in 
1954. 

1.393- 3  Making  and  filing  of  elections. 

1.395  Statutory  provisions;  special  rules 

for  application  of  subchapter  C. 
1.395-1  Special  rules  for  application  of  sub¬ 
chapter  C. 

Authority:  §§  1.301  to  1.395-1  issued 
under  sec.  7805,  68A  Stat.  917;  26  U.  S.  C.  7805. 

Corporate  Distributions  and 
Adjustments 

distributions  by  corporations 

Effects  on  Recipients 

§  1.301  Statutory  provisions;  distribu¬ 
tions  by  corporations;  distributions  of 
property. 

Sec.  301.  Distributions  of  property — (a) 
In  general.  Except  as  otherwise  provided  in 
this  chapter,  a  distribution  of  property  (as 
defined  in  section  317  (a) )  made  by  a  corpo¬ 
ration  to  a  shareholder  with  respect  to  its 
stock  shall  be  treated  in  the  manner  pro¬ 
vided  in  subsection  (c). 

(b)  Amount  distributed — (1)  General 
rule.  For  purposes  of  this  section,  the 
amount  of  any  distribution  shall  be — 

(A)  Noncorporate  distributees.  If  the 
shareholder  is  not  a  corporation,  the  amount 
of  money  received,  plus  the  fair  market  value 
of_the  other  property  received. 

(B)  Corporate  distributees.  It  the  share¬ 
holder  is  a  corporation,  the  amount  of  money 
received,  plus  whichever  of  the  following  is 
the  lesser: 


1.367  Statutory  provisions;  foreign  cor¬ 

porations. 

1.367- 1  Foreign  corporations. 

1.368  Statutory  provisions;  definitions 

relating  to  corporate  reorganiza¬ 
tions. 

1.368- 1  Purpose  and  scope  of  exception  of 

%  reorganisation  exchanges. 

1.368- 2  Definition  of  terms. 

1.368- 3  Records  to  be  kept  and  information 

to  be  filed  with  returns. 

INSOLVENCY  REORGANIZATIONS 

1.371  Statutory  provisions;  insolvency  re¬ 

organizations;  reorganization  in 
certain  receivership  and  bank¬ 
ruptcy  proceedings. 

1.371- 1  Exchanges  by  corporations. 

1.371- 2  Exchanges  by  security  holders. 

1.372  Statutory  provisions;  insolvency  re¬ 

organizations;  basis  in  connec¬ 
tion  with  certain  receivership  and 
bankruptcy  proceedings. 

1.372- 1  Corporations. 

1.373  Statutory  provisions;  insolvency  re¬ 

organizations;  loss  not  recognized 
In  certain  railroad  reorganiza¬ 
tions. 

1.373- 1  Nonrecognition  of  loss  upon  trans¬ 

fer  of  property  of  railroad  cor¬ 
poration. 

1.373- 2  Property  acquired  by  railroad  cor¬ 

poration  in  a  receivership  or 
railroad  reorganization  proceed¬ 
ing. 


(1)  The  fair  market  value  of  the  other 
property  received;  or 

(ii)  The  adjusted  basis  (in  the  hands  of 
the  distributing  corporation  immediately  be¬ 
fore  the  distribution)  of  the  other  property 
received,  increased  in  the  amount  of  gain  to 
the  distributing  corporation  which  is  recog¬ 
nized  under  subsection  (b)  or  (c)  of  section 
311. 

(2)  Reduction  for  liabilities.  The  amount 
of  any  distribution  determined  under  para¬ 
graph  (1)  shall  be  reduced  (but  not  below 
zero)  by — 

(A)  The  amount  of  any  liability  of  the  cor¬ 
poration  assumed  by  the  shareholder  in  con¬ 
nection  with  the  distribution,  and 

(B)  The  amount  of  any  liability  to  which 
the  property  received  by  the  shareholder  is 
subject  immediately  before,  and  immediately 
after,  the  distribution. 

(3)  Determination  of  fair  market  value. 
For  purposes  of  this  section,  fair  market  value 
shall  be  determined  as  of  the  date  of  the 
distribution. 

(c)  Amount  taxable.  In  the  case  of  a 
distribution  to  which  subsection  (a)  ap¬ 
plies — 

(1)  Amount  constituting  dividend.  That 
portion  of  the  distribution  which  is  a  divi¬ 
dend  (as  defined  in  section  316)  shall  be 
included  in  gross  income. 

(2)  Amount  applied  against  basis.  That 
portion  of  the  distribution  which  is  not  a 
dividend  shall  be  applied  against  and  reduce 
the  adjusted  basis  of  the  stock. 


(3)  Amount  in  excess  of  basis — (A)  In 
general.  Except  as  provided  in  subpara¬ 
graph  (B),  that  portion  of  the  distribution 
which  is  not  a  dividend,  to  the  extent  that 
it  exceeds  the  adjusted  basis  of  the  stock, 
shall  be  treated  as  gain  from  the  sale  or 
exchange  of  property. 

(B)  Distributions  out  of  increase  in  value 
accrued  before  March  1,  1913.  That  portion 
of  the  distribution  which  is  not  a  dividend, 
to  the  extent  that  it  exceeds  the  adjusted 
basis  of  the  stock  and  to  the  exent  that  it  is 
out  of  increase  in  value  accrued  before  March 
1,  1913,  shall  be  exempt  from  tax. 

(d)  Basis.  The  basis  of  property  received 
in  a  distribution  to  which  subsection  (a) 
applies  shall  be — 

(1)  Noncorporate  distributees.  If  the 
shareholder  is  not  a  corporation,  the  fair 
market  value  of  such  property. 

(2)  Corporate  distributees.  If  the  share¬ 
holder  is  a  corporation,  whichever  of  the 
following  is  the  lesser: 

(A)  The  fair  market  value  of  such  prop¬ 
erty;  or 

(B)  The  adjusted  basis  (in  the  hands  of 
the  distributing  corporation  immediately 
before  the  distribution)  of  such  property, 
increased  in  the  amount  of  gain  to  the  dis¬ 
tributing  corporation  which  is  recognized 
under  subsection  (b)  or  (c)  of  section  311. 

(e)  Exception  for  certain  distributions  by 
personal  service  corporations.  Any  distribu¬ 
tion  made  by  a  corporation,  which  was 
classified  as  a  personal  service  corporation 
under  the  provisions  of  the  Revenue  Act  of 
1918  or  the  Revenue  Act  of  1921,  out  of  its 
earnings  or  profits  which  were  taxable  in 
accordance  with  the  provisions  of  section 
218  of  the  Revenue  Act  of  1918  (40  Stat. 
1070),  or  section  218  of  the  Revenue  Act  of 
1921  (42  Stat.  245),  shall  be  exempt  from 
tax  to  the  distributees. 

(f)  Special  rules.  (1)  For  distributions  in 
redemption  of  stock,  see  section  302. 

(2)  For  distributions  in  partial  or  com¬ 
plete  liquidation,  see  part  II  (sec.  331  and 
following). 

(3)  For  distributions  in  corporate  organi¬ 
zations  and  reorganizations,  see  part  in 
(sec.  351  and  following). 

(4)  For  partial  exclusion  from  gross  in¬ 
come  of  dividends  received  by  individuals, 
see  section  116. 

§  1.301-1  Rules  applicable  with  re¬ 
spect  to  distributions  of  money  and  other 
property — (a)  General.  Section  301 
provides  the  general  rule  for  treatment 
of  distributions  on  or  after  June  22, 1954, 
of  property  by  a  corporation  to  a  share¬ 
holder  with  respect  to  its  stock.  The 
term  “property”  is  defined  in  section  317 
(a).  Such  distributions,  except  as 
otherwise  provided  in  this  chapter,  shall 
be  treated  as  provided  in  section  301  (c). 
Under  section  301  (c) ,  distributions  may 
be  included  in  gross  income,  applied 
against  and  reduce  the  adjusted  basis  of 
the  stock,  treated  as  gain  from  the  sale 
or  exchange  of  property,  or  (in  the  case 
of  certain  distributions  out  of  increase 
in  value  accrued  before  March  1,  1913) 
may  be  exempt  from  tax.  The  amount 
of  the  distributions  to  which  section  301 
applies  is  determined  in  accordance  with 
the  provisions  of  section  301  (b).  The 
basis  of  property  received  in  a  distribu¬ 
tion  to  which  section  301  applies  is  de¬ 
termined  in  accordance  with  the  provi¬ 
sions  of  section  301  (d).  Accordingly, 
except  as  otherwise  provided  in  this 
chapter,  a  distribution  on  or  after  June 
22,  1954,  of  property  by  a  corporation 
to  a  shareholder  with  respect  to  its  stock 
shall  be  included  in  gross  income  to  the 
extent  the  amount  distributed  is  consid¬ 
ered  a  dividend  under  section  316.  For 
examples  of  distributions  treated  other- 
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wise,  see  sections  116,  301  (c)  (2),  301 

(c)  (3)  (B),  301  (e),  302  (b),  303,  and 
305.  See  also  Part  II  (relating  to  dis¬ 
tributions  in  partial  or  complete  liquida¬ 
tion),  Part  III  ’(relating  to  corporate 
organizations  and  reorganizations),  and 
Part  IV  (relating  to  insolvency  reorgani¬ 
zations)  of  subchapter  C. 

(b)  Time  of  inclusion  in  gross  income 
and  of  determination  of  fair  market 
value.  A  distribution  made  by  a  cor¬ 
poration  to  its  shareholders  shall  be  in¬ 
cluded  in  the  gross  income  of  the  dis¬ 
tributees  when  the  cash  or  other  property 
is  unqualifiedly  made  subject  to  their 
demands.  However,  if  such  distribution 
is  a  distribution  other  than  in  cash,  the 
fair  market  value  of  the  property  shall 
be  determined  as  of  the  date  of  distri¬ 
bution  without  regard  to  whether  such 
date  is  the  same  as  that  on  which  the 
distribution  is  includible  in  gross  income. 
For  example,  if  a  corporation  distributes 
a  taxable  dividend  in  property  (the  ad¬ 
justed  basis  of  which  exceeds  its  fair 
market  value  on  December  31,  1955)  on 
December  31,  1955,  which  is  received  by, 
or  unqualifiedly  made  subject  to  the  de¬ 
mand  of,  its  shareholders  on  January  2, 
1956,  the  amount  to  be  included  in  the 
gross  income  of  the  shareholders  will  be 
the  fair  market  value  of  such  property 
on  December  31,  1955,  although  such 
amount  will  not  be  includible  in  the 
gross  income  of  the  shareholders  until 
January  2,  1956. 

(c)  Application  of  section  do  share¬ 
holders.  Section  301  is  not  applicable 
to  an  amount  paid  by  a  corporation  to  a 
shareholder  unless  the  amount  is  paid  to 
the  shareholder  in  his  capacity  as  such. 

(d)  Distributions  of  property  to  cor¬ 
porate  shareholders.  If  property  (other 
than  money  and  other  than  the  obliga¬ 
tions  of  the  distributing  corporation)  is 
distributed  in  kind  to  a  shareholder 
which  is  a  corporation  and  the  fair  mar¬ 
ket  value  of  such  property  is  greater 
than  the  adjusted -basis  in  the  hands  of 
the  distributing  corporation,  only  the 
adjusted  basis  of  such  property  (deter¬ 
mined  immediately  before  the  distribu¬ 
tion  and  increased  for  any  gain 
recognized  to  the  distributing  corpora¬ 
tion  under  section  311  (b)  and  (c) )  shall 
be  taken  into  account  under  section  301 
(c).  Thus,  in  such  a  case,  the  amount 
of  such  a  dividend  in  kind  under  section 
301  (c)  (1)  may  not  exceed  such  ad¬ 
justed  basis.  Similarly,  in  such  cases 
where  the  distribution  is  not  out  of 
earnings  and  profits,  the  amount  of  the 
reduction  in  basis  of  the  shareholder’s 
stock  and  the  amount  of  any  gain  re¬ 
sulting  from  such  distribution  are  deter¬ 
mined  by  reference  to  the  adjusted  basis 
of  the  property  distributed.  If  the  prop¬ 
erty  distributed  is  money,  the  amount 
of  the  distribution  shall  be  the  amount 
of  such  money.  If  the  property  dis¬ 
tributed  consists  of  the  obligations  of  the 
distributing  corporation,  or  stock  of  the 
distributing  corporation  treated  as  prop¬ 
erty  under  section  305  (b),  or  rights  to 
acquire  such  stock  treated  as  property 
under  section  305  (b),  the  amount  of 
such  distribution  shall  be  an  amount 
equal  to  the  fair  market  value  of  such 
obligations,  stock,  or  rights.  For  spe¬ 
cial  rule  as  to  certain  distributions  of 
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property  received  by  a  domestic  corpora¬ 
tion  from  a  foreign  corporation,  see  sec¬ 
tion  902  (d) . 

(e)  Adjusted  basis.  In  determining 
the  adjusted  basis  of  property  dis¬ 
tributed  in  the  hands  of  the  distributing 
corporation  immediately  before  the  dis¬ 
tribution  for  purposes  of  section  301  (b) 
(1)  (B)  (ii)  and  (d)  (2)  (B),  the  basis 
to  be  used  shall  be  the  basis  for  deter¬ 
mining  gain  upon  a  sale  or  exchange. 

(f)  Examples.  The  application  of  sec¬ 
tion  301  may  be  illustrated  by  the  follow¬ 
ing  examples: 

Example  ( 1 ).  On  January  1,  1955,  A,  an 
individual  owned  all  of  the  stock  of  Corpo¬ 
ration  M  with  an  adjusted  basis  of  $2,000. 
During  1955,  A  received  distributions  from 
Corporation  M  totaling  $30,000,  consisting  of 
$10,000  in  cash  and  listed  securities  having  a 
basis  in  the  hands  of  Corporation  M  and  a 
fair  market  value  on  the  date  distributed  of 
$20,000.  Corporation  M’s  taxable  year  is  the 
calendar  year.  As  of  December  31,  1954,  Cor¬ 
poration  M  had  earnings  and  profits  accumu¬ 
lated  after  February  28,  1913,  in  the  amount 
of  $26,000,  and  it  had  no  earnings  and  profits 
and  no  deficit  for  1955.  Of  the  $30,000  re¬ 
ceived  by  A,  $26,000  will  be  treated  as  an 
ordinary  dividend:  the  remaining  $4,000  will 
be  applied  against  the  adjusted  basis  of  his 
stock;  the  $2,000  in  excess  of  the  adjusted 
basis  of  his  stock  will  either  be  treated  as 
gain  from  the  sale  or  exchange  of  property 
(under  section  301  (c)  (3)  (A) )  or,  if  out  of 
increase  in  value  accrued  before  March  1, 
1913,  will  (under  section  301  (c)  (3)  (B) )  be 
exempt  from  tax.  If  A  subsequently  sells 
his  stock  in  Corporation  M,  the  basis  for 
determining  gain  or  loss  on  the  sale  will  be 
zero. 

Example  (2) .  The  facts  are  the  same  as  In 
Example  1  with  the  exceptions  that  the 
shareholder  of  Corporation  M  is  Corporation 
W  and  that  the  securities  which  were  dis¬ 
tributed  had  an  adjusted  basis  to  Corpora¬ 
tion  M  of  $15,000.  The  distribution  received 
by  Corporation  W  totals  $25,000  consisting 
of  $10,000  in  cash  and  securities  with  an 
adjusted  basis  of  $15,000.  The  total  $25,000 
will  be  treated  as  a  dividend  to  Corporation 
W  since  the  earnings  and  profits  of  Corpora¬ 
tion  M  ($26,000)  are  in  excess  of  the  amount 
of  the  distribution. 

Example  (3).  Corporation  X  owns  timber 
land  which  it  acquired  prior  to  March  1,  1913, 
at  a  cost  of  $50,000  with  $5,000  allocated  as 
the  separate  cost  of  the  land.  On  March  1, 
1913,  this  property  had  a  fair  market  value 
of  $150,000  of  which  $135,000  was  attributable 
to  the  timber  and  $15,000  to  the  land.  All  of 
the  timber  was  cut  prior  to  1955  and  the  full 
appreciation  in  the  value  thereof,  $90,000 
($135,000  — $45,000),  realized  through  deple¬ 
tion  allowances  based  on  March  1,  1913, 
value.  None  of  this  surplus  from  realized 
appreciation  had  been  distributed.  In  1955, 
Corporation  X  sold  the  land  for  $20,000 
thereby  realizing  a  gain  of  $15,000.  Of  this 
gain,  $10,000  is  due  to  realized  appreciation 
in  value  which  accrued  before  March  1,  1913 
$15,000  — $5,000) .  Of  the  gain  of  $15,000, 
$5,000  is  taxable.  Therefore,  at  December  31, 
1955,  Corporation  X  had  a  surplus  from 
realized  appreciation  in  the  amount  of  $100,- 
000.  It  had  no  accumulated  earnings  and 
profits  and  no  deficit  at  January  1,  1955. 
The  net  earnings  for  1955  (including  the 
$5,000  gain  on  the  sale  of  the  land)  were 
$20,000.  During  1955,  Corporation  X  dis¬ 
tributed  $75,000  to  its  stockholders.  Of  this 
amount,  $20,000  will  be  treated  as  a  dividend. 
The  remaining  $55,000,  which  is  a  distribu¬ 
tion  of  realized  appreciation,  will  be  applied 
against  and  reduce  the  adjusted  basis  of  the 
shareholders’  stock.  If  any  part  of  the 
$55,000  is  in  excess  of  the  adjusted  basis  of 
a  shareholder’s  stock,  such  part  will  be 
exempt  from  tax. 


(g)  Reduction  for  liabilities.  For  the 
purpose  of  section  301  (a),  the  amount 
of  any  distribution  shall  be  reduced  by — 

(1)  The  amount  of  any  liability  of  the 
corporation  assumed  by  the  shareholder 
in  connection  with  the  distribution,  and 

(2)  The  amount  of  any  liability  to 

which  the  property  received  by  the 
shareholder  is  subject  immediately  be¬ 
fore  and  immediately  after  the  distribu¬ 
tion.  -  . 

Such  reduction,  however,  shall  not  cause 
the  amount  of  the  distribution  to  be  re¬ 
duced  below  zero. 

(h)  Basis.  The  basis  of  property  re¬ 
ceived  in  the  distribution  to  which  sec¬ 
tion  301  applies  shall  be — 

(1)  If  the  shareholder  is  not  a  corpo¬ 
ration,  the  fair  market  value  of  such 
property ; 

(2)  If  the  shareholder  is  a  corpora¬ 
tion — ' 

(i)  In  the  case  of  a  distribution  of  the 
obligations  of  the  distributing  corpora¬ 
tion  or  of  the  stock  of  such  corporation 
or  rights  to  acquire  such  stock  (if  such 
stock  or  rights  are  treated  as  property 
under  section  305  (b)),  the  fair  market 
value  of  such  obligations,  stock,  or 
rights ; 

(ii)  In  the  case  of  the  distribution  of 
any  other  property,  whichever  of  the  fol¬ 
lowing  is  the  lesser — 

(a)  The  fair  market  value  of  such 
property;  or 

(b)  The  adjusted  basis  (in  the  hands 
of  the  distributing  corporation  immedi¬ 
ately  before  the  distribution)  of  such 
property  increased  in  the  amount  of  gain 
to  the  distributing  corporation  which  is 
recognized  under  section  311  (b)  (relat¬ 
ing  to  distributions  of  LIFO  inventory) 
or  under  section  311  (c)  (relating  to  dis¬ 
tributions  of  property  subject  to  liabili¬ 
ties  in  excess  of  basis). 

(j)  Transfers  for  less  than  fair  mar¬ 
ket  value.  If  property  is  transferred  by 
a  corporation  to  a  shareholder  which  is 
not  a  corporation  for  an  amount  less 
than  its  fair  market  value  in  a  sale  or 
exchange,  such  shareholder  shall  be 
treated  as  having  received  a  distribution 
to  which  section  301  applies.  In  such 
case,  the  amount  of  the  distribution  shall 
be  the  difference  between  the  amount 
paid  for  the  property  and  its  fair  mar¬ 
ket  value.  If  property  is  transferred  in 
a  sale  or  exchange  by  a  corporation  to 
a  shareholder  which  is  a  corporation, 
for  an  amount  less  than  its  fair  market 
value  and  also  less  than  its  adjusted 
basis,  such  shareholder  shall  be  treated 
as  having  received  a  distribution  to 
which  section  301  applies,  and — 

(1)  Where  the  fair  market  value  of 
the  property  equals  or  exceeds  its  ad¬ 
justed  basis  in  the  hands  of  the  distrib¬ 
uting  corporation  the  amount  of  the 
distribution  shall  be  the  excess  of  the 
adjusted  basis  over  the  amount  paid  for 
the  property; 

(2)  Where  the  fair  market  value  of 
the  property  is  less  than  its  adjusted 
basis  in  the  hands  of  the  distributing 
corporation,  the  amount  of  the  distribu¬ 
tion  shall  be  the  excess  of  such  fair  mar¬ 
ket  value  over  the  amount  paid  for  the 
property. 
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In  all  cases,  the  earnings  and  profits  of 
the  distributing  corporation  shall  be  de¬ 
creased  by  the  excess  of  the  basis  of  the 
property  in  the  hands  of  the  distributing 
corporation  over  the  amount  received 
therefor.  In  computing  gain  or  loss 
from  the  subsequent  sale  of  such  prop¬ 
erty,  its  basis  shall  be  the  amount  paid 
for  the  property  increased  by  the  amount 
of  the  distribution. 

(k)  Application  of  rule  respecting 
transfers  for  less  than  fair  market  value. 
The  application  of  paragraph  (j)  of  this 
section  may  be  illustrated  by  the  follow¬ 
ing  example: 

Example.  On  January  1,  1955,  A,  an  indi¬ 
vidual  shareholder  of  Corporation  X,  pur¬ 
chased  property  from  that  corporation  for 
$20.  The  fair  market  value  of  such  property 
was  $100,  and  its  basis  in  the  hands  of  Cor¬ 
poration  X  was  $25.  The  amount  of  the 
distribution  determined  under  section  301 

(b)  is  $80.  If  A  were  a  corporation,  the 
amount  of  the  distribution  would  be  $5,  the 
excess  of  the  basis  of  the  property  in  the 
hands  of  Corporation  X  over  the  amount 
received  therefor.  TJie  basis  of  such  prop¬ 
erty  to  Corporation  A  would  be  $25.  If  the 
basis  of  the  property  in  the  hands  of  Corpo¬ 
ration  X  were  $10,  the  corporate  shareholder, 
A,  would  not  receive  a  distribution.  The 
basis  of  such  property  to  Corporation  A  would 
be  $20.  Whether  or  not  A  is  a  corporation, 
the  excess  of  the  amount  paid  over  the  basis 
of  the  property  in  the  hands  of  Corporation 
X  ($20  over  $10)  would  be  a  taxable  gain  to 
Corporation  X. 

(l)  Transactions  treated  as  distribu¬ 
tions.  A  distribution  to  shareholders 
with  respect  to  their  stock  is  within  the 
terms  of  section  301  although  it  takes 
place  at  the  same  time  as  another  trans¬ 
action  if  the  distribution  is  in  substance 
a  separate  transaction  whether  or  not 
connected  in  a  formal  sense.  This  is 
most  likely  to  occur  in  the  case  of  a  re¬ 
capitalization,  a  reincorporation,  or  a 
merger  of  a  corporation  with  a  newly 
organized  corporation  having  substan¬ 
tially  no  property.  For  example,  if  a 
corporation  having  only  common  stock 
outstanding,  exchanges  one  share  of 
newly  issued  common  stock  and  one  bond 
in  the  principal  amount  of  $10  for  each 
share  of  outstanding  common  stock,  the 
distribution  of  the  bonds  will  be  a  dis¬ 
tribution  of  property  (to  the  extent  of 
their  fair  market  value)  to  which  section 
301  applies,  even  though  the  exchange 
of  common  stock  for  common  stock  may 
be  pursuant  to  a  plan  of  reorganization 
under  the  terms  of  section  368  (a)  (1) 
(E)  (recapitalization)  and  even  though 
the  exchange  of  common  stock  for  com¬ 
mon  stock  may  be  tax  free  by  virtue  of 
section  354. 

(m)  Cancellation  of  indebtedness. 
The  cancellation  of  indebtedness  of  a 
shareholder  by  a  corporation  shall  be 
treated  as  a  distribution  of  property. 

(n)  Cross  references.  For  certain 
rules  relating  to  adjustments  to  earn¬ 
ings  and  profits  and  for  determining  the 
extent  to  which  a  distribution  is  a  divi¬ 
dend,  see  sections  312  and  316  and  regu¬ 
lations  thereunder. 

S  1.302  Statutory  provisions ;  distribu¬ 
tions  in  redemption  of  stock. 

Sec.  302.  Distributions  in  redemption  of 
stock — (a)  General  rule.  If  a  corporation 
redeems  its  stock  (within  the  meaning  of 
section  317  (b)),  and  if  paragraph  (1),  (2), 
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(3),  or  (4)  of  subsection  (b)  applies,  such 
redemption  shall  be  treated  as  a  distribution 
in  part  or  full  payment  in  exchange  for  the 
stock. 

(b)  Redemptions  treated  as  exchanges — 

(1)  Redemptions  not  equivalent  to  dividends. 
Subsection  (a)  shall  apply  if  the  redemption 
is  not  essentially  equivalent  to  a  dividend. 

(2)  Substantially  disproportionate  re¬ 
demption  of  stock — (A)  In  general.  Subsec¬ 
tion  (a)  shall  apply  if  the  distribution  is 
substantially  disproportionate  with  respect 
to  the  shareholder. 

(B)  Limitation.  This  paragraph  shall  not 
apply  unless  immediately  after  the  redemp¬ 
tion  the  shareholder  owns  less  than  50  per¬ 
cent  of  the  total  combined  voting  power  of 
all  classes  of  stock  entitled  to  vote. 

(C)  Definitions.  For  purposes  of  this  par¬ 
agraph,  the  distribution  is  substantially  dis¬ 
proportionate  if — 

(1)  The  ratio  which  the  voting  stock  of 
the  corporation  owned  by  the  shareholder 
immediately  after  the  redemption  bears  to 
all  of  the  voting  stock  of  the  corporation  at 
such  time, 

is  less  than  80  percent  of— 

(ii)  The  ratio  which  the  voting  stock  of 
the  corporation  owned  by  the  shareholder 
immediately  before  the  redemption  bears  to 
all  of  the  voting  stock  of  the  corporation  at 
such  time. 

For  purposes  of  this  paragraph  no  distribu¬ 
tion  shall  be  treated  as  substantially  dis¬ 
proportionate  unless  the  *  shareholder’s 
ownership  of  the  common  stock  of  .the 
corporation  (whether  voting  or  nonvoting) 
after  and  before  redemption  also  meets  the 
80  percent  requirement  of  the  preceding 
sentence.  For  purposes  of  the  preceding 
sentence,  if  there  is  more  than  one  class  of 
common  stock,  the  determinations  shall  be 
made  by  reference  to  fair  market  value. 

(D)  Series  of  redemptions.  This  para¬ 
graph  shall  not  apply  to  any  redemption 
made  pursuant  to  a  plan  the  purpose  or 
effect  of  which  is  a  series  of  redemptions 
resulting  in  a  distribution  which  (in  the 
aggregate)  is  not  substantially  dispropor¬ 
tionate  with  respect  to  the  shareholder. 

(3)  Termination  of  shareholder’s  interest. 
Subsection  (a)  shall  apply  if  the  redemption 
is  in  complete  redemption  of  all  of  the  stock 
of  the  corporation  owned  by  the  shareholder. 

(4)  Stock  issued  by  railroad  corporations 
in  certain  reorganizations.  Subsection  (a) 
shall  apply  if  the  redemption  is  of  stock 
issued  by  a  railroad  corporation  (as  defined 
in  section  77  (m)  of  the  Bankruptcy  Act, 
as  amended)  pursuant  to  a  plan  of  reorgani¬ 
zation  under  section  77  of  the  Bankruptcy 
Act. 

(5)  Application  of  paragraphs.  In  de¬ 
termining  whether  a  redemption  meets  the 
requirements  of  paragraph  (1),  the  fact  that 
such  redemption  fails  to  meet  the  require¬ 
ments  of  paragraph  (2),  (3),  or  (4)  shall 
not  be  taken  into  account.  If  a  redemption 
meets  the  requirements  of  paragraph  (3) 
and  also  the  requirements  of  paragraph  (1), 

(2) ,  or  (4),  then  so  much  of  subsection,  (c) 
(2)  as  would  (but  for  this  sentence)  apply 
in  respect  of  the  acquisition  of  an  interest 
in  the  corporation  within  the  10-year  period 
beginning  on  the  date  of  the  distribution 
shall  not  apply. 

(c)  Constructive  ownership  of  stock — (1) 
In  general.  Except  as  provided  in  paragraph 
(2)  of  this  subsection,  section  318  (a)  shall 
apply  in  determining  the  ownership  of  stock 
for  purposes  of  this  section. 

(2)  For  determining  termination  of  inter¬ 
est.  (A)  In  the  case  of  a  distribution  de¬ 
scribed  in  subsection  (b)  (3),  section  318 
(a)  (1)  shall  not  apply  if — 

(i)  Immediately  after  the  distribution  the 
distributee  has  no  Interest  in  the  corpora¬ 
tion  (including  an  interest  as  officer,  director, 
or  employee),  other  than  an  interest  as  a 
creditor. 


(ii)  The 'distributee  does  not  acquire  any 
such  interest  (other  than  stock  acquired 
by  bequest  or  inheritance)  within  10  years 
from  the  date  of  such  distribution,  and 

(iii)  The  distributee,  at  such  time  and  in 
such  manner  as  the  Secretary  or  his  delegate 
by  regulations  prescribes,  files  an  agreement 
to  notify  the  Secretary  or  his  delegate  of  any 
acquisition  described  in  clause  (ii)  and  to 
retain  such  records  as  may  be  necessary  for 
the  application  of  this  paragraph. 

If  the  distributee  acquires  such  an  interest 
in  the  corporation  (other  than  by  bequest  or 
inheritance)  within  10  years  from  the  date 
of  the  distribution,  then  the  periods  of  limi¬ 
tation  provided  in  sections  6501  and  6502  on 
the  making  of  an  assessment  and  the  collec¬ 
tion  by  levy  or  a  proceeding  in  court  shall, 
with  respect  to  any  deficiency  (including 
Interest  and  additions  to  the  tax)  resulting 
from  such  acquisition,  Include  one  year  im¬ 
mediately  following  the  date  on  which  the 
distributee  (in  accordance  with  regulations 
prescribed  by  the  Secretary  or  his  delegate) 
notifies  the  Secretary  or  his  delegate  of  such 
acquisition;  and  such  assessment  and  col¬ 
lection  may  be  made  notwithstanding  any 
provision  of  law  or  rule  of  law  which  other¬ 
wise  would  prevent  such  assessment  and 
collection. 

(B)  Subparagraph  (A)  of  this  paragraph 
shall  not  apply  if — 

(i)  Any  portion  of  the  stock  redeemed 
was  acquired,  directly  or  indirectly,  within 
the  10-year  period  ending  on  the  date  of  the 
distribution  by  the  distributee  from  a  person 
the  ownership  of  whose  stock  would  (at  the 
time  of  distribution)  be  attributable  to  the 
distributee  under  section  318  (a),  or 

(ii)  Any  person  owns  (at  the  time  of  the 
distribution)  stock  the  ownership  of  which 
is  attributable  to  the  distributee  under  sec¬ 
tion  318  (a)  and  such  person  acquired  any 
stock  in  the  corporation,  directly  or  in¬ 
directly,  from  the  distributee  within  the  10- 
year  period  ending  on  the  date  of  the  dis¬ 
tribution,  unless  such  stock  so  acquired  from 
the  distributee  is  redeemed  in  the  same 
transaction. 

The  preceding  sentence  shall  not  apply  if 
the  acquisition  (or,  in  the  case  of  clause 
(ii),  the  disposition)  by  the  distributee  did 
not  have  as  one  of  its  principal  purposes 
the  avoidance  of  Federal  income  tax. 

(d)  Redemptions  treated  as  distributions 
of  property.  Except  as  otherwise  provided 
in  this  subchapter,  if  a  corporation  redeems 
its  stock  (within  the  meaning  of  section  317 
(b)),  and  if  subsection  (a)  of  this  section 
does  not  apply,  such  redemption  shall  be 
treated  as  a  distribution  of  property  to  which 
section  301  applies. 

(e)  Cross  references.  For  special  rules  re¬ 
lating  to  redemption — 

(1)  Death  taxes.  Of  stock  to  pay  death 
taxes,  see  section  303. 

(2)  Section  306  stock.  Of  section  306 
stock,  see  section  306. 

(3)  Liquidations.  Of  stock  in  partial  or 
complete  liquidation,  see  section  331. 

§  1.302-1  General,  (a)  Under  sec¬ 
tion  302  (d),  unless  otherwise  provided 
in  subchapter  C,  a  distribution  in  re¬ 
demption  of  stock  shall  be  treated  as  a 
distribution  of  property  t<5  which  section 

301  applies  if  the  distribution  is  not 
within  any  of  the  provisions  of  section 

302  (b).  A  distribution  in  redemption 
of  stock  shall  be  considered  a  distribu¬ 
tion  in  part  or  full  payment  in  exchange 
for  the  stock  under  section  302  (a)  pro¬ 
vided  paragraph  (1),  (2),  (3),  or  (4)  of 
section  302  (b)  applies.  Section  318  (a) 
(relating  to  constructive  ownership  of 
stock)  applies  to  all  redemptions  under 
section  302  except  that  in  the  termina¬ 
tion  of  a  shareholder's  interest  certain 
limitations  are  placed  on  the  applica- 
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tion  of  section  318  (aK(l)  by  section 
302  (c)  (2).  The  term  “redemption  of 
stock”  is  defined  in  section  317  (b). 
Section  302  does  not  apply  to  that  por¬ 
tion  of  any  distribution  which  qualifies 
as  a  distribution  in  partial  liquidation 
under  section  346.  For  special  rules  re¬ 
lating  to  redemption  of  stock  to  pay 
death  taxes  see  section  303.  For  special 
rules  relating  to  redemption  of  section 
306  stock  see  section  306.  For  special 
rules  relating  to  redemption  of  stock  in 
partial  or  complete  liquidation  see  sec¬ 
tion  331. 

(b)  If,  in  connection  with  a  partial 
liquidation  under  the  terms  of  section 
346,  stock  is  redeemed  in  an  amount  in 
excess  of  the  amount  specified  by  section 
331  (a)  (2),  section  302  (b)  shall  first 
apply  as  to  each  shareholder  to  which  it 
is  applicable  without  limitation  because 
of  section  331  (a)  (2).  That  portion  of 
the  total  distribution  which  is  used  in 
all  redemptions  from  specific  sharehold¬ 
ers  which  are  within  the  terms  of  section 
302  (a)  shall  be  excluded  in  determining 
the  application  of  sections  346  and  331 
(a)  (2).  For  example,  Corporation  X 
has  $50,000  which  is  attributable  to  the 
sale  of  one  of  two  active  businesses  and 
which,  if  distributed  in  redemption  of 
stock,  would  qualify  as  a  partial  liquida¬ 
tion  under  the  terms  of  section  346  (b). 
Corporation  X  distributes  $60,000  to  its 
shareholders  in  redemption  of  stock, 
$20,000  of  which  is  in  redemption  of  all  of 
the  stock  of  shareholder  A  within  the 
meaning  of  section  302  (b)  (3).  The 
$20,000  distributed  in  redemption  of  the 
stock  of  shareholder  A  will  be  excluded 
in  determining  the  application  of  sec¬ 
tions  346  and  331  (a)  (2).  The  entire 
$60,000  will  be  treated  as  in  part  or  full 
payment  for  stock  ($20,000  qualifying 
under  section  302  (a)  and  $40,000  quali¬ 
fying  under  sections  346  and  331 

(a)  (2)). 

§  1.302-2  Redemptions  not  taxable  as 
dividends,  (a)  The  fact  that  a  redemp¬ 
tion  fails  to  meet  the  requirements  of 
paragraph  (2),  (3)  or  (4)  of  section  302 

(b)  shall  not  be  taken  into  account  in 
determining  whether  the  redemption  is 
not  essentially  equivalent  to  a  dividend 
under  section  302  (b)  (1) .  See,  however, 
paragraph  (b)  of  this  section.  For  ex¬ 
ample,  if  a  shareholder  owns  only  non¬ 
voting  stock  of  a  corporation  which  is 
not  section  306  stock  and  which  is  lim¬ 
ited  and  preferred  as  to  dividends  and 
in  liquidation,  and  one -half  of  such 
stock  is  redeemed,  the  distribution  will 
ordinarily  meet  the  requirements  of 
paragraph  (1)  of  section  302  (b)  but 
will  not  meet  the  requirements  of  para¬ 
graph  (2),  (3)  or  (4)  of  such  section. 
The  determination  of  whether  or  not  a 
distribution  is  within  the  phrase  “essen¬ 
tially  equivalent  to  a  dividend”  (that  is, 
having  the  same  effect  as  a  distribution 
without  any  redemption  of  stock)  shall 
be  made  without  regard  to  the  earnings 
and  profits  of  the  corporation  at  the  time 
of  the  distribution.  For  example,  if  A 
owns  all  the  stock  of  a  corporation  and 
the  corporation  redeems  part  of  his  stock 
at  a  time  when  it  has  no  earnings  and 
profits,  the  distribution  shall  be  treated 
as  a  distribution  under  section  301  pur¬ 
suant  to  section  302  (d). 


(b)  The  question  whether  a  distribu¬ 
tion  in  redemption  of  stock  of  a  share¬ 
holder  is  not  essentially  equivalent  to  a 
dividend  under  section  302  (b)  (1)  de¬ 
pends  upon  the  facts  and  circumstances 
of  each  case.  One  of  the  facts  to  be  con¬ 
sidered  in  making  this  determination  is 
the  constructive  stock  ownership  of  such 
shareholder  under  section  318  (a).  All 
distributions  in  pro  rata  redemptions  of 
a  part  of  the  stock  of  a  corporation  gen¬ 
erally  will  be  treated  as  distributions 
under  section  301  if  the  corporation  has 
only  one  class  of  stock  outstanding. 
However,  for  distributions  in  partial 
liquidation,  see  section  346.  The  re¬ 
demption  of  all  of  one  class  of  stock  (ex¬ 
cept  section  306  stock)  either  at  one  time 
or  in  a  series  of  redemptions  generally 
will  be  considered  as  a  distribution  under 
section  301  if  all  classes  of  stock  out¬ 
standing  at  the  time  of  the  redemption 
are  held  in  the  same  proportion.  Distri¬ 
bution  in  redemption  of  stock  may  be 
treated  as  distributions  under  section 
301  regardless  of  the  provisions  of  the 
stock  certificate  and  regardless  of 
whether  all  stock  being  redeemed  was 
acquired  by  the  stockholders  from  whom 
the  stock  was  redeemed  by  purchase  or 
otherwise.  In  every  case  in  which  a 
shareholder  transfers  stock  to  the  cor¬ 
poration  which  issued  such  stock  in  ex¬ 
change  for  property,  the  facts  and  cir¬ 
cumstances  shall  be  reported  on  his  re¬ 
turn  except  as  provided  in  §  1.331-1  (d). 
See  sections  346  (a)  and  6043  for  require¬ 
ments  relating  to  returns  by  corpora¬ 
tions. 

(c)  In  any  case  in  which  an  amount 
received  in  redemption  of  stock  is  treated 
as  a  distribution  of  a  dividend,  proper  ad¬ 
justment  of  the  basis  of  the  remaining 
stock  will  be  made  with  respect  to  the 
stock  redeemed.  The  following  ex¬ 
amples  illustrate  the  application  of  this 
rule: 

Example  ( 1 ).  A,  an  individual,  purchased 
all  of  the  stock  of  Corporation  X  for  $100,000. 
In  1955  the  corporation  redeems  half  of  the 
stock  for  $150,000,  and  it  is  determined  that 
this  amount  constitutes  a  dividend.  The 
remaining  stock  of  Corporation  X  held  by  A 
has  a  basis  of  $100,000. 

Example  (2).  H  and  W,  husband  and  wife, 
each  own  half  of  the  stock  of  Corporation  X. 
All  of  the  stock  was  purchased  by  H  for 
$100,000  cash.  In  1950  H  gave  one-half  of 
the  stock  to  W,  the  stock  transferred  having 
.  a  value  in  excess  of  $50,000.  In  1955  all  of 
the  stock  of  H  Is  redeemed  for  $150,000,  and 
it  is  determined  that  the  distribution  to  H 
in  redemption  of  his  shares  constitutes  the 
distribution  of  a  dividend.  Immediately 
after  the  transaction,  W  holds  the  remaining 
stock  of  Corporation  X  with  a  basis  of 
$100,000. 

Example  (3) .  The  facts  are  the  same  as  in 
Example  (2)  with  the  additional  facts  that 
the  outstanding  stock  of  Corporation  X  con- 
_  sists  of  1,000  shares  and  all  but  10  shares  of 
the  stock  of  H  is  redeemed.  Immediately 
after  the  transaction,  H  holds  10  shares  of 
the  stock  of  Corporation  X  with  a  basis  of 
$50,000,  and  W  holds  500  shares  with  a  basis 
of  $50,000. 

§  1.302-3  Substantially  dispropor¬ 
tionate  redemption,  (a)  Section  302 
(b)  (2)  provides  for  the  treatment  of 
an  amount  received  in  redemption  of 
stock  as  an  amount  received  in  exchange 
for  such  stock  if — 


(1)  Immediately  after  the  redemption 
the  shareholder  owns  less  than  50  per¬ 
cent  of  the  total  combined  voting  power’ 
of  all  classes  of  stock  as  provided  in 
section  302  (b)  (2)  (B), 

(2)  The  redemption  is  a  substantially 
disproportionate  redemption  within  the 
meaning  of  section  302  (b)  (2)  (C),  and 

(3)  The  redemption  is  not  pursuant 
to  a  plan  described  in  section  302  (b) 
(2)  (D). 

Section  318  (a)  (relating  to  construc¬ 
tive  ownership  of  stock)  shall  apply  both 
in  making  the  disproportionate  redemp¬ 
tion  test  and  in  determining  the  per¬ 
centage  of  stock  ownership  after  the  re¬ 
demption.  The  requirements  under 
section  302  (b)  (2)  shall  be  applied  to 
each  shareholder  separately  and  shall 
be  applied  only  with  respect  to  stock 
which  is  issued  and  outstanding  in  the 
hands  of  the  shareholders.  Section  302 
(b)  (2)  only  applies  to  a  redemption  of 
voting  stock  or  to  a  redemption  of  both 
voting  stock  and  other  stock.  Section 
302  (b)  (2)  does  not  apply  to  the  re¬ 
demption  solely  of  nonvoting  stock 
(common  or  preferred).  However,  if  a 
redemption  is  treated  as  an  exchange 
to  a  particular  shareholder  under  the 
terms  of  section  302  (b)  (2),  such  sec¬ 
tion  will  apply  to  the  simultaneous  re¬ 
demption  of  nonvoting  preferred  stock 
(which  is  not  section  306  stock)  owned 
by  such  shareholder  and  such  redemp¬ 
tion  will  also  be  treated  as  an  exchange. 
Generally,  for  purposes  of  this  section, 
stock  which  does  not  have  voting  rights 
until  the  happening  of  an  event,  such  as 
a  default  in  the  payment  of  dividends  on 
preferred  stock,  is  not  voting  stock  until 
the  happening  of  the  specified  event. 
Subsection  302  (b)  (2)  (D)  provides 
that  a  redemption  will  not  be  treated  as 
substantially  disproportionate  if  made 
pursuant  to  a  plan  the  purpose  or  effect 
of  which  is  a  series  of  redemptions 
which  result  in  the  aggregate  in  a  dis¬ 
tribution  which  is  not  substantially  dis¬ 
proportionate.  Whether  or  not  such  a 
plan  exists  will  be  determined  from  all 
the  facts  and  circumstances. 

(b)  The  application  of  paragraph  (a) 
of  this  section  is  illustrated  by  the  fol¬ 
lowing  example: 

Example.  Corporation  M  has  outstanding 
400  shares  of  common  stock  of  which  A,  B,  C 
and  D  each  own  100  shares  or  25  percent. 
No  stock  is  considered  constructively  owned 
by  A,  B,  C  or  D  under  section  318.  Corpora¬ 
tion  M  redeems  55  shares  from  A,  25  shares 
from  B,  and  20  shares  from  C.  For  the  re¬ 
demption  to  be  disproportionate  as  to  any 
shareholder,  such  shareholder  must  own 
after  the  redemptions  less  than  20  percent 
(80  percent  of  25  percent)  of  the  300  shares 
of  stock  then  outstanding.  After  the  re¬ 
demptions,  A  owns  45  shares  (15  percent), 
B  owns  75  shares  (25  percent) ,  and  C  owns 
80  shares  (26%  percent).  The  distribution 
is  disproportionate  only  with  respect  to  A. 

§  1.302-4  Termination  of  sharehold¬ 
er’s  interest.  Section  302  (b)  (3)  pro¬ 
vides  that  a  distribution  in  redemption 
of  all  of  the  stock  of  the  corporation 
owned  by  a  shareholder  shall  be  treated 
as  a  distribution  in  part  or  full  payment 
in  exchange  for  the  stock  of  such  share¬ 
holder.  In  determining  whether  all  of 
the  stock  of  the  shareholder  has  been 
redeemed,  the  general  rule  of  section  302 
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(c)  (1)  requires  that  the  rules  of  con¬ 
structive  ownership  provided  in  section 
318  (a)  shall  apply.  Section  302  (c)  (2), 
however,  provides  that  section  318  (a) 

(1)  (relating  to  constructive  ownership 
of  stock  owned  by  members  of  a  family) 
shall  not  apply  where  the  specific  re¬ 
quirements  of  section  302  (c)  (2)  are 
met.  The  following  rules  shall  be  appli¬ 
cable  in  determining  whether  the  specific 
requirements  of  section  302  (c)  (2)  are 
met: 

(a)  The  agreement  specified  in  sec¬ 
tion  302  (c)  (2)  (A)  (iii)  shall  be  in  the 
form  of  a  separate  statement  in  dupli¬ 
cate  signed  by  the  distributee  and 
attached  to  his  return  timely  filed  for 
the  year  in  which  the  distribution  de¬ 
scribed  in  section  302  (b)  (3)  occurs. 
The  agreement  shall  recite  that  the  dis¬ 
tributee  has  not  acquired  any  interest 
in  the  corporation  (as  described  in  sec¬ 
tion  302  (c)  (2)  (A)  (i) )  since  such 
distribution,  and  that  he  agrees  to  notify 
the  district  director  of  internal  revenue 
for  the  district  in  which  such  return  is 
filed  of  any  acquisition  of  such  an  in¬ 
terest  in  the  corporation  within  30  days 
after  such  acquisition  if  such  acquisition 
occurs  within  10  years  from  the  date  of 
such  distribution. 

(b)  The  distributee  who  files  an 
agreement  under  section  302  (c)  (2)  (A) 
(iii)  shall  retain  copies  of  income  tax  re¬ 
turns  and  any  other  records  indicating 
fully  the  amount  of  tax  which  would 
have  been  payable  had  the  redemption 
been  treated  as  a  distribution  subject  to 
section  301. 

(c)  If  stock  of  a  parent  corporation  is 
redeemed,  subparagraph  (A)  relating  to 
acquisition  of  an  interest  in  the  corpora¬ 
tion  within  10  years  after  termination 
shall  be  applied  with  reference  to  an  in¬ 
terest  both  in  the  parent  corporation 
and  any  subsidiary  of  such  parent  corpo¬ 
ration.  If  stock  of  a  parent  corporation 
is  sold  to  a  subsidiary  in  a  transaction 
described  in  section  304,  subparagraph 
(A)  shall  be  applicable  to  the  acquisition 
of  an  interest  in  such  subsidiary  corpo¬ 
ration  or  in  the  parent  corporation.  If 
stock  of  a  subsidiary  corporation  is  re¬ 
deemed,  subparagraph  (A)  shall  be  ap¬ 
plied  with  reference  to  an  interest  both 
in  such  subsidiary  corporation  and  its 
parent.  Such  subparagraph  shall  also 
be  applied  with  respect  to  an  interest  in 
a  corporation  which  is  a  successor  cor¬ 
poration  to  the  corporation  the  interest 
in  which  iias  been  terminated. 

(d)  For  the  purpose  of  section  302  (c) 

(2)  (A)  (i),  a  person  will  be  considered 
to  be  a  creditor  only  if  the  rights  of  such 
person  with  respect  to  the  corporation 
are  not  greater  or  broader  in  scope  than 
necessary  for  the  enforcement  of  his 
claim.  Such  claim  must  not  in  any  sense 
be  proprietary  and  must  not  be  subordi¬ 
nate  to  the  claims  of  general  creditors. 
An  obligation  in  the  form  of  a  debt  may 
thus  constitute  a  proprietary  interest. 
Fox^example,  if  under  the  terms  of  the 
instrument  the  corporation  may  dis¬ 
charge  the  principal  amount  of  its  obli¬ 
gation  to  a  person  by  payments,  the 
amount  or  certainty  of  which  are  de¬ 
pendent  upon  the  earnings  of  the  cor¬ 
poration,  such  a  person  is  not  a  creditor 
of  the  corporation.  Furthermore,  if  un¬ 
der  the  terms  of  the  instrument  the  rate 


of  purported  interest  is  dependent  upon 
earnings,  the  holder  of  such  instrument 
may  not,  in  some  cases,  be  a  creditor. 

(e)  In  the  case  of  a  distributee  to 
whom  section  302  (b)  (3)  is  applicable, 
who  is  a  creditor  after  such  transaction, 
the  acquisition  of  the  assets  of  the  cor¬ 
poration  in  the  enforcement  of  the  rights 
of  such  creditor  shall  not  be  considered 
an  acquisition  of  an  interest  in  the  cor¬ 
poration  for  purposes  of  section  302  (c) 

(2)  unless  stock  of  the  corporation,  its 
parent  corporation,  or,  in  the  case  of  a 
redemption  of  stock  of  a  parent  corpora¬ 
tion,  of  a  subsidiary  of  such  corporation 
is  acquired. 

(f)  In  determining  whether  an  entire 
interest  in  the  corporation  has  been  ter¬ 
minated  under  section  302  (b)  (3),  un¬ 
der  all  circumstances  paragraphs  (2), 

(3) ,  and  (4)  of  section  318  (a)  (relating 
to  constructive  ownership  of  stock)  shall 
be  applicable. 

(g)  Section  302  (c)  (2)  (B)  provides 
that  section  302  (c)  (2)  (A)  shall  not 
apply— 

(1)  If  any  portion  of  the  stock  re¬ 
deemed  was  acquired  directly  or  indi¬ 
rectly  within  the  10 -year  period  ending 
on  the  date  of  the  distribution  by  the 
distributee  from  a  person,  the  ownership 
of  whose  stock  would  (at  the  time  of 
distribution)  be  attributable  to  the  dis¬ 
tributee  under  section  318  (a),  or 

(2)  If  any  person  owns  (at  the  time 
of  the  distribution)  stock,  the  owner¬ 
ship  of  which  is  attributable  to  the 
distributee  under  section  318  (a),  such 
person  acquired  any  stock  in  the  cor¬ 
poration  directly  or  indirectly  from  the 
distributee  within  the  10 -year  period 
ending  on  the  date  of  the  distribution, 
and  such  stock  so  acquired  from  the  dis¬ 
tributee  is  not  redeemed  in  the  same 
transaction, 

unless  the  acquisition  (described  in  (1) 
above)  or  the  disposition  by  the  distribu¬ 
tee  (described  in  (2)  above)  did  not 
have  as  one  of  its  principal  purposes  the 
avoidance  of  Federal  income  tax.  A 
transfer  of  stock  by  the  transferor, 
within  the  10-year  period  ending  on  the 
date  of  the  distribution,  to  a  person 
whose  stock  would  be  attributable  to  the 
transferor  shall  not  be  deemed  to  have 
as  one  of  its  principal  purposes  the  avoid¬ 
ance  of  Federal  income  tax  merely  be¬ 
cause  the  transferee  is  in  a  lower  income 
tax  bracket  than  the  transferor. 

§  1.303  Statutory  provisions;  distri¬ 
butions  in  redemption  of  stock  to  pay 
death  taxes. 

Sec.  303.  Distributions  in  redemption  of 
stock  to  pay  death  taxes — (a)  In  general. 
A  distribution  of  property  to  a  shareholder 
by  a  corporation  in  redemption  of  part  or  all 
of  the  stock  of  such  corporation  which  (for 
Federal  estate  tax  purposes)  is  included  in 
determining  the  gross  estate  of  a  decedent, 
to  the  extent  that  the  amount  of  such  distri¬ 
bution  does  not  exceed  the  sum  of — 

(1)  The  estate,  inheritance,  legacy,  and 
succession  taxes  (including  any  interest 
collected  as  a  part  of  such  taxes)  imposed 
because  of  such  decedent’s  death,  and 

(2)  The  amount  of  funeral  and  adminis¬ 
tration  expenses  allowable  as  deductions  to 
the  estate  under  section  2053  (or  under  sec¬ 
tion  2106  in  the  case  of  the  estate  of  a  de¬ 
cedent  nonresident,  not  a  citizen  of  the 
United  States), 


shall  be  treated  as  a  distribution  in  full 
payment  in  exchange  for  the  stock  so 
redeemed. 

(b)  Limitations  on  application  of  subsec¬ 
tion  (a) — (1)  Period  for  distribution.  Sub¬ 
section  (a)  shall  apply  only  to  amounts  dis¬ 
tributed  after  the  death  of  the  decedent 
and — 

(A)  Within  the  period  of  limitations  pro¬ 
vided  in  section  6501  (a)  for  the  assessment 
of  the  Federal  estate  tax  (determined  with¬ 
out  the  application  of  any  provision  other 
than  section  6501  (a)),  or  within  90  days 
after  the  expiration  of  such  period,  or 

(B)  If  a  petition  for  redetermination  of  a 
deficiency  in  such  estate  tax  has  been  filed 
with  the  Tax  Court  within  the  time  pre¬ 
scribed  in  section  6213,  at  any  time  before 
the  expiration  of  60  days  after  the  decision 
of  the  Tax  Court  becomes  final. 

(2)  Relationship  of  stock  to  decedent’s 
estate — (A)  In  general.  Subsection  (a)  shall 
apply  to  a  distribution  by  a  corporation  only 
if  the  value  (for  Federal  estate  tax  purposes) 
of  all  of  the  stock  of  such  corporation  which 
is  included  in  determining  the  value  of  the 
decedent’s  gross  estate  is  either — 

(i)  More  than  35  percent  of  the  value  of 
the  gross  estate  of  such  decedent,  or 

(ii)  More  than  50  percent  of  the  taxable 
estate  of  such  decedent. 

(B)  Special  rule  for  stock  of  two  or  more 
corporations.  For  purposes  of  the  35  percent 
and  50  percent  requirements  of  subpara¬ 
graph  (A) ,  stock  of  two  or  more  corporations, 
with  respect  to  each  of  which  there  is  in¬ 
cluded  in  determining  the  value  of  the 
decedent’s  gross  estate  more  than  75  percent 
in  value  of  the  outstanding  stock,  shall  be 
treated  as  the  stock  of  a  single  corporation. 
For  the  purpose  of  the  75  percent  require¬ 
ment  of  the  preceding  sentence,  stock  which, 
at  the  decedent’s  death,  represents  the  sur¬ 
viving  spouse’s  interest  in  property  held  by 
the  decedent  and  the  surviving  spouse  as 
community  property  shall  be  treated  as  hav¬ 
ing  been  included  in  determining  the  value 
of  the  decedent’s  gross  estate. 

(c)  Stock  with  substituted  basis.  If— 

(1)  A  shareholder  owns  stock  of  a  corpo¬ 
ration  (referred  to  in  this  subsection  as  “new 
stock”)  the  basis  of  which  is  determined  by 
reference  to  the  basis  of  stock  of  a  corpo¬ 
ration  (referred  to  in  this  subsection  as 
“old- stock”), 

(2)  The  old  stock  was  included  (for  Fed¬ 
eral  estate  tax  purposes)  in  determining  the 
gross  estate  of  a  decedent,  and 

(3)  Subsection  (a)  would  apply  to  a  dis¬ 
tribution  of  property  to  such  shareholder  in 
redemption  of  the  old  stock, 

then,  subject  to  the  limitation  specified  in 
subsection  (b)  (1),  subsection  (a)  shall 
apply  in  respect  of  a  distribution  in  re¬ 
demption  of  the  new  stock. 

§  1.303-1  General.  Section  303  pro¬ 
vides  that  in  certain  cases  a  distribution 
in  redemption  of  stock,  the  value  of 
which  is  included  in  determining  the 
value  of  the  gross  estate  of  a  decedent, 
shall  be  treated  as  a  distribution  in  full 
payment  in  exchange  for  the  stock  so 
redeemed. 

§  1.303-2  Requirements,  (a)  Section 
303  applies  only  where  the  distribution 
is  with  respect  to  stock  of  a  corporation 
the  value  of  whose  stock  in  the  gross 
estate  of  the  decedent  for  Federal  estate 
tax  purposes  is  an  amount  in  excess  of 
(1)  35  percent  of  the  value  of  the  gross 
estate  of  such  decedent,  or  (2)  50  percent 
of  the  taxable  estate  of  such  decedent. 
For  the  purposes  of  such  35  percent  and 
50  percent  requirements,  stock  of  two  or 
more  corporations  shall  be  treated  as  the 
stock  of  a  single  corporation  if  more  than 
75  percent  in  value  of  the  outstanding 
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stock  of  each  such  corporation  is  in¬ 
cluded  in  determining  the  value  of  the 
decedent’s  gross  estate.  For  the  purpose 
of  the  75  percent  requirement,  stock 
which,  at  the  decedent’s  death,  repre¬ 
sents  the  surviving  spouse’s  interest  in 
community  property  shall  be  considered 
as  having  been  included  in  determining 
the  value  of  the  decedent’s  gross  estate. 

(b)  For  the  purpose  of  section  303  (b) 
(2)  (A)  (i),  the  term  “gross  estate” 
means  the  gross  estate  as  computed  in 
accordance  with  section  2031  (or,  in  the 
case  of  the  estate  of  a  decedent  nonresi¬ 
dent  not  a  citizen  of  the  United  States, 
in  accordance  with  section  2103).  For 
the  purpose  of  section  303  (b)  (2)  (A) 
(ii) ,  the  term  “taxable  estate”  means  the 
taxable  estate  as  computed  in  accord¬ 
ance  with  section  2051  (or,  in  the  case 
of  the  estate  of  a  decedent  nonresident 
not  a  citizen  of  the  United  States,  in 
accordance  with  section  2106) . 

(c)  (1)  In  determining  whether  the 
estate  of  the  decedent  is  comprised  of 
stock  of  a  corporation  of  sufficient  value 
to  satisfy  the  percentage  requirements 
of  section  303  (b)  (2)  (A)  and  section 
303  (b)  (2)  (B),  the  total  value,  in  the 
aggregate,  of  all  classes  of  stock  of  the 
corporation  includible  in  determining 
the  value  of  the  gross  estate  is  taken  into 
account.  A  distribution  under  section 
303  (a)  may  be  in  redemption  of  the 
stock  of  the  corporation  includible  in 
determining  the  value  of  the  gross  estate, 
without  regard  to  the  class  of  such  stock. 

(2)  The  above  may  be  illustrated  by 
the  following  example: 

Example.  The  gross  estate  of  the  decedent 
has  a  value  of  $1,000,000,  the  taxable  estate 
Is  $700,000,  and  the  sum  of  the  death  taxes 
and  funeral  and  administration  expenses  is 
$275,000.  Included  in  determining  the  gross 
estate  of  the  decedent  is  stock  of  three 
corporations  which,  for  Federal  estate  tax 
purposes,  is  valued  as  follows: 


Corporation  A: 

Common  stock - $100,  000 

Preferred  stock _ 100,  000 

Corporation  B: 

Common  stock _ 50,  000 

Preferred  stock _  350, 000 

Corporation  C: 

Common  stock _  200, 000 


The  stock  -of  Corporation  A  and  Corporation 
C  included  in  the  estate  of  the  decedent 
constitutes  all  of  the  outstanding  stock  of 
both  corporations.  The  stock  of  Corporation 
A  and  the  stock  of  Corporation  C,  treated  as 
the  stock  of  a  single  corporation  under  sec¬ 
tion  303  (b)  (2)  (B),  has  a  value  in  excess 
of  $350,000  (  35  percent  of  the  gross  estate 
or  50  percent  of  the  taxable  estate).  Like¬ 
wise,  the  stock  of  Corporation  B  has  a  value 
in  excess  of  $350,000.  The  distribution  by 
one  or  more  of  the  above  corporations,  within 
the  period  prescribed  in  section  303  (b)  (1), 
of  amounts  not  exceeding,  in  the  aggregate, 
$275,000,  in  redemption  of  preferred  stock  or 
common  stock  of  such  corporation  or  corpo¬ 
rations,  will  be  treated  as  in  full  payment  in 
exchange  for  the  stock  so  redeemed. 

(d)  If  stock  Includible  in  determining 
the  value  of  the  gross  estate  of  a  decedent 
is  exchanged  for  new  stock,  the  basis 
of  which  is  determined  by  reference  to 
the  basis  of  the  old  stock,  the  redemp¬ 
tion  of  the  new  stock  will  be  treated  the 
same  under  section  303  as  the  redemp¬ 
tion  of  the  old  stock  would  have  been. 
Thus  section  303  shall  apply  with  respect 
to  a  distribution  in  redemption  of  stock 
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received  by  the  estate  of  a  decedent  (1) 
in  connection  with  a  reorganization 
under  section  368,  (2)  in  a  distribution 
or  exchange  under  section  355  (or  so 
much  of  section  356  as  relates  to  section 
355),  (3)  in  an  exchange  under  section 
1036  or  (4)  in  a  distribution  to  which 
section  305  (a)  applies.  Similarly,  a  dis¬ 
tribution  in  redemption  of  stock  will 
qualify  under  section  303,  notwithstand¬ 
ing  the  fact  that  the  stock  redeemed  is 
section  306  stock  to  the  extent  that  the 
conditions  of  section  303  are  met. 

(e)  'Section  303  applies  to  distribu¬ 
tions  made  after  the  death  of  the  de¬ 
cedent  and  *(1)  before  the  expiration  of 
the  3 -year  period  of  limitations  for  the 
assessment  of  estate  tax  provided  in  sec¬ 
tion  6501  (a)  (determined  without  the 
application  of  any  provisions  of  law  ex¬ 
tending  or  suspending  the  running  of 
such  period  of  limitations),  or  within  90 
days  after  the  expiration  of  such  period, 
or  (2)  if  a  petition  for  redetermination 
of  a  deficiency  in  such  estate  tax  has 
been  filed  with  the  Tax  Court  within 
the  time  prescribed  in  section  6213,  at 
any  time  before  the  expiration  of  60  days 
after  the  decision  of  the  Tax  Court  be¬ 
comes  final.  The  extension  of  the  period 
of  distribution  provided  in  section  303 
(b)  (1)  (B)  has  reference  solely  to  bona 
fide  contests  in  the  Tax  Court  and  will 
not  apply  in  the  case  of  a  petition  for 
redetermination  of  a  deficiency  which  is 
initiated  solely  for  the  purpose  of  ex¬ 
tending  the  period  within  which  section 
303  would  otherwise  be  applicable. 

(f)  While  section  303  will  most  fre¬ 
quently  have  application  in  the  case 
where  stock  is  redeemed  from  the  ex¬ 
ecutor  or  administrator  of  an  estate,  the 
section  is  also  applicable  to  distribu¬ 
tions  in  redemption  of  stock  included  in 
the  decedent’s  gross  estate  and  held  at 
the  time  of  the  redemption  by  any  person 
who  acquired  the  stock  by  any  of  the 
means  comprehended  by  Part  III,  Sub¬ 
chapter  A,  Chapter  11  of  Subtitle  B,  in¬ 
cluding  the  heir,  legatee,  or  donee  of  the 
decedent,  a  surviving  joint  tenant,  sur¬ 
viving  spouse,  appointee,  or  taker  in 
default  of  appointment,  or  a  trustee  of  a 
trust  created  by  the  decedent.  Thus 
section  303  may  apply  with  respect  to  a 
distribution  in  redemption  of  stock  from 
a  donee  to  whom  the  decedent  has  trans¬ 
ferred  stock  in  contemplation  of  death 
where  the  value  of  such  stock  is  included 
in  the  decedent’s  gross  estate  under  sec¬ 
tion  2035.  Similarly,  section  303  may 
apply  to  the  redemption  of  stock  from  a 
beneficiary  of  the  estate  to  whom  an 
executor  has  distributed  the  stock  pur¬ 
suant  to  the  terms  of  the  will  of  the 
decedent.  However,  section  303  is  not 
applicable  to  the  case  where  stock  is 
redeemed  from  a  stockholder  who  has 
acquired  the  stock  by  gift  or  purchase 
from  any  person  to  whom  such  stock  has 
passed  from  the  decedent.  Nor  is  sec¬ 
tion  303  applicable  to  the  case  where 
stock  is  redeemed  from  a  stockholder 
who  has  acquired  the  stock  from  the 
executor  in  satisfaction  of  a  specific 
monetary  bequest. 

(g)  The  total  application  of  section 
303  with  respect  to  stock  included  in  the 
gross  estate  of  any  decedent  can  never 
exceed  the  sum  of  the  amount  of  the 
estate,  inheritance,  legacy,  and  succes- 
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sion  taxes  (including  any  interest  col¬ 
lected  as  a  part  of  such  taxes)  imposed 
because  of  the  decedent’s  death  and  the 
amount  of  funeral  and  administration 
expenses  allowable  as  deductions  to  the 
estate.  In  determining  whether  the 
total  distributions  in  redemption  of  such 
stock  made  within  the  period  of  time 
prescribed  in  section  303  (b)  (1)  exceed 
the  amount  of  such  taxes,  interest,  and 
expenses,  account  shall  be  taken  of  all 
such  distributions  without  regard  to 
whether  any  distribution  would  be 
treated  as  a  dividend  were  it  not  for  sec¬ 
tion  303. 

(h)  For  the  purpose  of  section  303,  the 
Federal  estate  tax  or  any  other  estate, 
inheritance,  legacy,  or  succession  tax 
'shall  be  ascertained  after  the  allowance 
of  any  credit,  relief,  discount,  refund, 
remission  or  reduction  of  tax. 

§  1.303-3  Application  of  other  sec¬ 
tions.  (a)  The  sole  effect  of  section  303 
is  to  exempt  from  tax  as  a  dividend  a  dis¬ 
tribution  to  which  such  section  is  appli¬ 
cable  when  made  in  redemption  of  stock 
includible  in  a  decedent’s  gross  estate. 
Such  section  does  not,  however,  in  any 
other  manner  affect  the  principles  set 
forth  in  sections  302  and  306.  Thus,  if 
stock  of  a  corporation  is  owned  equally 
by  A,  B,  and  the  C  Estate,  and  the  cor¬ 
poration  redeems  one-half  of  the  stock 
of  each  shareholder,  the  determination 
of  whether  the  distributions  to  A  and  B 
are  essentially  equivalent  to  dividends 
shall  be  made  without  regard  to  the  ef¬ 
fect  which  section  303  may  have  upon 
the  taxability  of  the  distribution  to  the 
C  Estate. 

(b)  See  section  304  relative  to  re¬ 
demption  of  stock  through  the  use  of 
related  corporations. 

§  1.304  Statutory  provisions;  redemp¬ 
tion  through  use  of  related  corporations. 

Sec.  304.  Redemption  through  use  of  re¬ 
lated  corporations — (a)'  Treatment  of  cer¬ 
tain  stock  purchases — (1)  Acquisition  by 
related  corporation  ( other  than  subsidiary ). 
For  purposes  of  sections  302  and  303,  if — 

(A)  One  or  more  persons  are  in  control 
of  each  of  two  corporations,  and 

(B)  In  return  for  property,  one  of  the 
corporations  acquires  stock  in  the  other 
corporation  from  the  person  (or  persons) 
so  in  control, 

then  (unless  paragraph  (2)  applies)  such 
property  shall  be  treated  as  a  distribution 
In  redemption  of  the  stock  of  the  corpora¬ 
tion  acquiring  such  stock.  In  any  such  case, 
the  stock  so  acquired  shall  be  treated  as  hav¬ 
ing  been  transferred  by  the  person  from 
whom  acquired,  and  as  having  been  received 
by  the  corporation  acquiring  it,  as  a  con¬ 
tribution  to  the  capital  of  such  corporation. 

(2)  Acquisition  by  subsidiary.  For  pur¬ 
poses  of  sections  302  and  303,  if — 

(A)  In  return  for  property,  one  corpora¬ 
tion  acquires  from  a  shareholder  of  another 
corporation  stock  in  such  other  corporation, 
and 

(B)  The  issuing  corporation  controls  the 
acquiring  corporation, 

then  such  property  shall  be  treated  as  a  dis¬ 
tribution  in  redemption  of  the  stock  of  the 
Issuing  corporation. 

•  (b)  Special  rules  for  application  of  sub¬ 
section  (a) — (1)  Rule  for  determinations 
under  section  302  (b).  In  the  case  of  any 
acquisition  of  stock  to  which  subsection  (a) 
of  this  section  applies,  determinations  as 
to  whether  the  acquisition  is,  by  reason 
of  section  302  (b),  to  be  treated  as  a  dis- 
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trlbutlon  In  part  or  full  payment  In  ex¬ 
change  for  the  stock  shall  be  made  by  ref¬ 
erence  to  the  stock  of  the  Issuing  corpora¬ 
tion.  In  applying  section  318  (a)  (relating 
to  constructive  ownership  of  stock)  with 
respect  to  section  302  .<b)  for  purposes  of 
this  paragraph,  section  318  (a)  (2)  (C)  shall 
be  applied  without  regard  to  the  50  percent 
limitation  contained  therein. 

(2)  Amount  constituting  dividend — (A) 
Where  subsection  (a)  (1)  applies.  In  the 
case  of  any  acquisition  of  stock  to  which' 
paragraph  (1)  (and  not  paragraph  (2))  of 
subsection  (a)  of  this,  section  applies,  the 
determination  of  the  amount  which  Is  a 
dividend  shall  be  made  solely  by  reference 
to  the  earnings  and  profits  of  the  acquiring 
corporation. 

(B)  Where  subsection  (a)  (2)  applies. 

In  the  case  of  any  acquisition  of  stock  to 
which  subsection  (a)  (2)  of  this  section 
applies,  the  determination  of  the  amount 
which  Is  a  dividend  shall  be  made  as  if  the 
property  were  distributed  by  the  acquiring 
corporation  to  the  issuing  corporation  and 
immediately  thereafter  distributed  by  the 
Issuing  corporation. 

(c)  Control — (1)  In  general.  For  pur¬ 
poses  of  th:!s  section,  control  means  the 
ownership  of  stock  possessing  at  least  50 
percent  of  the  total  combined  voting  power 
of  all  classes  of  stock  entitled  to  vote,  or  at 
least  50  percent  of  the  total  value  of  shares 
of  all  classes  of  stock.  If  a  person  (or  per¬ 
sons)  Is  in  control  (within  the  meaning  of 
the  preceding  sentence)  of  a  corporation 
which  In  turn  owns  at  least  50  percent  of 
tlie  total  combined  voting  power  of  all  stock 
entitled  to  vote  of  another  corporation,  or 
owns  at  least  50  percent  of  the  total  value 
of  the  shares  of  all  classes  of  stock  of  another 
corporation,  then  such  person  (or  persons) 
shall  be  treated  as  in  control  of  such  other 
corporation. 

(2)  Constructive  ownership.  Section  318 
(a)  (relating  to  the  constructive  ownership 
of  stock)  shall  apply  for  purposes  of  deter¬ 
mining  control  under  paragraph  (1).  For 
purposes  of  the  preceding  sentence,  section 
318  (a)  (2)  (C)  shall  be  applied  without 
regard  to  the  50  percent  limitation  contained 
therein. 

§  1.304-1  General.  Section  304  is  ap¬ 
plicable  where  a  shareholder  sells  stock 
of  one  corporation  to  a  related  corpora¬ 
tion  as  defined  in  section  304.  Such  sales 
shall  be  treated  as  redemptions  subject 
to  sections  302  and  303. 

§  1.304-2  Acquisition  by  related  cor¬ 
poration  ( other  than  subsidiary) .  (a)  If 
a  corporation,  in  return  for  property, 
acquires  stock  of  another  corporation 
from  one  or  more  persons  and  the  person 
or  persons  from  whom  the  stock  was  ac¬ 
quired  were  in  control  of  both  such  cor¬ 
porations  before  the  acquisition,  then 
such  property  shall  be  treated  as  received 
In  redemption  of  stock  of  the  acquiring 
corporation.  The  stock  received  by  the 
acquiring  corporation  shall  be  treated  as 
a  contribution  to  the  capital  of  such 
corporation  and  shall  have  the  same 
basis  in  its  hands  as  it  had  in  the  hands 
of  the  transferor.  The  transferor’s  basis 
for  his  stock  in  the  acquiring  corporation 
shall  be  increased  by  the  basis  of  stock 
surrendered  by  him.  (But  see  below  for 
subsequent  reductions  of  basis  in  certain 
cases.  As  to  each  person  transferring 
stock,  the  amount  received  shall  be 
treated  as  a  distribution  of  property 
under  section  302  (d) ,  unless  as  to  such 
person  such  amount  is  to  be  treated 
as  received  in  exchange  for  the  stock 
under  the  terms  of  section  302  (a) 


or  section  303.  In  applying  section  302 
(b) ,  reference  shall  be  had  to  the  share¬ 
holder’s  ownership  of  stock  in  the  issuing 
corporation  and  not  to  his  owner¬ 
ship  of  stock  in  the  acquiring  corpo¬ 
ration  (except  for  purposes  of  apply¬ 
ing  section  318  (a)).  In  determining 
control  and  applying  section  302  (b), 
section  318  (a)  (relating  to  the  construc¬ 
tive  ownership  of  stock)  shall  be  applied 
without  regard  to  the  50  percent  limi¬ 
tation  in  section  318  (a)  (2)  (C).  A 
series  of  redemptions  referred  to  in  sec¬ 
tion  302  (b)  (2  )  (D)  shall  include  acqui¬ 
sitions  by  either  of  the  corporations  of 
stock  of  the  other  and  stock  redemptions 
by  both  corporations.  If  section  302  (d) 
applies  to  the  surrender  of  stock  by  a 
shareholder,  his  basis  fof  his  stock  in  the 
acquiring  corporation  after  the  trans¬ 
action  (increased  as  above  stated)  shall 
not  be  decreased  except  as  provided  in 
section  301.  If  section  302  (d)  does 
not  apply,  the  property  received  shall  be 
treated  as  received  in  a  distribution  in 
payment  in  exchange  for  stock  of  the 
acquiring  corporation  under  section  302 

(a) ,  which  stock  has  a  basis  equal  to  the 
amount  by  which  the  shareholder’s  basis 
for  his  stock  in  the  acquiring  corpora¬ 
tion  was  increased  on  account  of  the 
contribution  to  capital  as  provided  for 
above.  Accordingly,  such  amount  shall 
be  applied  in  reduction  of  the  share¬ 
holder’s  basis  for  his  stock  in  the  acquir¬ 
ing  corporation.  Thus,  the  basis  of  each 
share  of  the  shareholder’s  stock  in  the 
acquiring  corporation  will  be  the  same 
as  the  basis  of  such  share  before  the 
entire  transaction.  The  holding  period 
of  the  stock  which  is  considered  to  have 
been  redeemed  shall  be  the  same  as  the 
holding  period  of  the  stock  actually 
surrendered. 

(b)  In  any  case  in  which  two  or  more 
persons,  in  the  aggregate,  control  two 
corporations,  section  304  (a)  (1)  will 
apply  to  sales  by  such  persons  of  stock 
in  either  corporation  to  the  other 
(whether  or  not  made  simultaneously) 
provided  the  sales  by  each  of  such  per¬ 
sons  are  related  to  each  other.  The 
determination  of  whether  the  sales  are 
related  to  each  other  shall  be  dependent 
upon  the  facts  and  circumstances  sur¬ 
rounding  all  of  the  sales.  For  this  pur¬ 
pose,  the  fact  that  the  sales  may  occur 
during  a  period  of  one  or  more  years 
(such  as  in  the  case  of  a  series  of  sales 
by  persons  who  together  control  each  of 
such  corporations  immediately  prior  to 
the  first  of  such  sales  and  immediately 
subsequent  to  the  last  of  such  sales)  shall 
be  disregarded,  provided  the  other  facts 
and  circumstances  indicate  related 
transactions. 

(c)  The  application  of  section  304 
(a)  (1)  may  be  illustrated  by  the  follow¬ 
ing  examples: 

Example  (I).  Corporation  X  and  Corpora¬ 
tion  Y  each  have  outstanding  100  shares  of 
common  stock.  One-half  of  the  stock  of 
each  corporation  is  owned  by  an  individual, 
A,  and  one-half  by  another  individual,  B, 
who  is  unrelated  to  A.  A  sells  40  shares  of 
Corporation  X  stock  to  Corporation  Y  for 
$50,000,  such  stock  having  an  adjusted  basis 
of  $10,000  to  A.  After  the  sale,  A  is  consid¬ 
ered  as  owning  Corporation  X  stock  as 
follows : 

(i)  10  shares  directly. 


(ii)  45  shares  constructively  since  by 
virtue  of  his  50  percent  ownership  of  Y,  he 
constructively  owns  50  percent  of  the  40 
shares  owned  directly  by  Corporation  Y,  and 
50  percent  of  the  50  shares  attributed  to  Cor¬ 
poration  Y  because  they  are  owned  by  Y’a 
stockholder,  B. 

Since  after  the  sale  A  owns  a  total  of  more 
than  50  percent  of  the  voting  power  of  all 
the  outstanding  stock  of  Corporation  X,  the 
transfer  is  not  “substantially  disproportion¬ 
ate”  as  to  him  as  provided  in  section  302 
(b)  (2).  Under  these  facts,  section  302  (b) 
(1)  is  not  applicable  and  the  entire  $50,000 
is,  therefore,  treated  as  a  dividend  to  A  to 
the  extent  of  the  earnings  and  profits  of 
Corporation  Y.  The  basis  of  the  Corporation 
X  stock  to  Corporation  Y  is  $10,000,  its  ad¬ 
justed  basis  to  A.  The  amount  of  $10,000 
is  added  to  the  basis  of  the  stock  of  Corpora¬ 
tion  Y  in  the  hands  of  A. 

Example  (2).  Corporation  X  and  Corpora¬ 
tion  Y  each  have  outstanding  100  shares-of 
common  stock.  A,  an  individual,  owns  one- 
half  the  stock  of  each  corporation,  B  owns 
one-half  the  stock  of  Corporation  X,  and 
C  owns  one-half  the  stock  of  Corporation  Y. 
A,  B,  and  C  are  unrelated.  A  sells  30  shares 
of  the  stock  of  Corporation  X  to  Corporation 
Y  for  $50,000,  such  stock  having  an  adjusted 
basis  of  $10,000  to  him.  After  the  sale,  A  is 
considered  as  owning  35  shares  of  the  stock 
of  Corporation  X  (20  shares  directly  and  15 
constructively  because  one-half  of  the  30 
shares  owned  by  Corporation  Y  are  attributed 
to  him).  Since  before  the  sale,  he  owned 
50  percent  of  the  stock  of  Corporation  X  and 
after  the  sale  he  owned  directly  and  con¬ 
structively  only  35  percent  of  such  stock, 
the  redemption  is  substantially  dispropor¬ 
tionate  as  to  him  pursuant  to  the  provisions 
of  section  302  (b)  (2) .  He,  therefore,  realizes 
a  gain  of  $40,000  ($50,000  minus  $10,000).  If 
the  stock  surrendered  is  a  capital  asset,  such 
gain  is  long-term  or  short-term  capital  gain 
depending  on  the  period  of  time  that  such 
stock  was  held.  The  basis  to  A  for  the  stock 
of  Corporation  Y  is  not  changed  as  a  result 
of  the  entire  transaction.  The  basis  to 
Corporation  Y  for  the  stock  of  Corporation  X 
is  $10,000,  the  basis  of  the  transferor. 

Example  (3).  Corporation  X  and  Corpo¬ 
ration  Y  each  have  outstanding  100  shares 
of  common  stock.  H,  an  individual,  W,  his 
.wife,  S,  his  son,  and  G,  his  grandson,  each 
own  25  shares  of  stock  of  each  corporation. 
H  sells  all  of  his  25  shares  of  stock  of  Corpo¬ 
ration  X  to  Corporation  Y.  Since  both  be¬ 
fore  and  after  the  transaction  H  owned 
directly  and  constructively  100  percent  of  the 
stock  of  Corporation  X,  the  amount  received 
by  him  for  his  stock  of  Corporation  X  is 
treated  as  a  dividend  to  him  to  the  extent 
of  the  earnings  and  profits  of  Corporation  Y. 

§  1.304-3  Acquisition  by  a  subsidiary. 
(a)  If  a  subsidiary  acquires  stock  of  its 
parent  corporation  from  a  shareholder 
of  the  parent  corporation,  the  acquisi¬ 
tion  of  such  stock  shall  be  treated  as 
though  the  parent  corporation  had  re¬ 
deemed  its  own  stock.  For  the  purpose 
of  this  section,  a  corporation  is  a  parent 
corporation  if  it  meets  the  50  percent 
ownership  requirements  of  section  304 

(c).  The  determination  whether  the 
amount  received  shall  be  treated  as  an 
amount  received  in  payment  in  ex¬ 
change  for  the  stock  shall  be  made  by 
applying  section  303,  or  by  applying  sec¬ 
tion  302  (b)  with  reference  to  the  stock 
of  the  issuing  parent  corporation.  If 
such  distribution  would  have  been 
treated  as  a  distribution  of  property 
(pursuant  to  section  302  (d) )  under 
section  301,  the  entire  amount  of  the 
selling  price  of  the  stock  shall  be  treated 
as  a  dividend  to  the  seller  to  the  extent 
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of  the  earnings  and  profits  of  the  parent 
corporation  determined  as  if  the  distri¬ 
bution  had  been  made  to  it  of  the  prop¬ 
erty  that  the  subsidiary  exchanged  for 
the  stock.  In  such  cases,  the  transferor’s 
basis  for  his  remaining  stock  in  the 
parent  corporation  will  be  determined 
by  including  the  amount  of  the  basis  of 
the  stock  of  the  parent  corporation  sold 
to  the  subsidiary. 

(b)  Section  304  (a)  (2)  may  be  illus¬ 
trated  by  the  following  example: 

Example.  Corporation  M  has  outstanding 
100  shares  of  common  stock  which  are  owned 
as  follows:  B,  75  shares,  C,  son  of  B,  20  shares, 
and  D.  daughter  of  B,  5  shares.  Corporation 
M  owns  the  stock  of  Corporation  X.  B  sells 
his  75  shares  of  Corporation  M  stock  to  Cor¬ 
poration  X.  Under  section  302  (b)  (3)  this 
Is  a  termination  of  B’s  entire  interest  in 
Corporation  M  and  the  full  amount  received 
from  the  sale  of  his  stock  will  be  treated  as 
payment  in  exchange  for  this  stock,  provided 
he  fulfills  the  requirements  of  section  302 
(c)  (2)  (relating  to  an  acquisition  of  an 
interest  in  the  corporations). 

§  1.305  Statutory  provisions;  distri¬ 
butions  of  stock  and  stock  rights. 

Sec.  305.  Distributions  of  stock  and  stock 
rights — (a)  General  'rule.  Except  as  provided 
in  subsection  (b),  gross  income  does  not  in¬ 
clude  the  amount  of  any  distribution  made 
by  a  corporation  to  its  shareholders,  with 
respect  to  the  stock  of  such  corporation,  in 
its  stock  or  in  rights  to  acquire  its  stock. 

(b)  Distributions  in  lieu  of  money.  Sub¬ 
section  (a)  shall  not  apply  to  a  distribution 
by  a  corporation  of  its  stock  (or  rights  to 
acquire  its  stock) ,  and  the  distribution  shall 
be  treated  as  a  distribution  of  property  to 
which  section  301  applies — 

(1)  To  the  extent  that  the  distribution  is 
made  in  discharge  of  preference  dividends 
for  the  taxable  year  of  the  corporation  in 
which  the  distribution  is  made  or  for  the 
preceding  taxable  year;  or 

(2)  If  the  distribution  is,  at  the  election 
of  any  of  the  shareholders  (whether  exer¬ 
cised  before  or  after  the  declaration  thereof) , 
payable  either — 

(A)  In  its  stock  (or  in  rights  to  acquire 
its  stock) ,  or 

(B)  In  property. 

(c)  Cross  references.  For  special  rules — 

(1)  Relating  to  the  receipt  of  stock  and 
6tock  rights  in  corporate  organizations  and 
reorganizations,  see  part  III  (sec.  351  and 
following) . 

(2)  In  the  case  of  a  distribution  which 
results  in  a  gift,  see  section  2501  and  fol¬ 
lowing. 

(3)  In  the  case  of  a  distribution  which 
has  the  effect  of  the  payment  of  compensa¬ 
tion,  see  section  61  (a)  (1). 

§  1.305-1  Stock  dividends.  Under 
section  305,  a  distribution  made  by  a 
corporation  to  its  shareholders  in  its 
stock  or  in  rights  to  acquire  its  stock  shall 
not  be  included  in  gross  income  except 
as  provided  in  section  305  (b).  If  the 
distribution  of  stock  or  rights  to  acquire 
stock  is  received  in  discharge  of  prefer¬ 
ence  dividends,  to  the  extent  that  such 
distribution  is  not  taxable  pursuant  to 
section  305,  such  stock,  whether  or  not 
preferred  stock,  or  such  rights  may  be 
section  306  stock  within  the  meaning  of 
section  306  (c) .  A  distribution  made  by 
a  corporation  to  its  shareholders  in  its 
stock  or  rights  to  acquire  its  stock  which 
would  not  otherwise  be  included  in  gross 
income  by  reason  of  section  305  shall  not 
be  so  treated  merely  because  such  dis¬ 
tribution  was  made  out  of  treasury  stock 
or  consisted  of  rights  to  acquire  treas- 
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ury  stock.  A  right  to  acquire  stock  is 
$n  option  to  buy  unissued  or  treasury 
stock  of  the  corporation  issuing  the 
right.  See  section  307  for  rules  as  to 
basis  of  stock  and  stdfck  rights  acquired 
in  a  distribution. 

§  1.305-2  Election  of  shareholders  as 
to  medium  of  payment,  (a)  If  any 
shareholder  has  the  right  to  an  election 
or  option  with  respect  to  whether  a  dis¬ 
tribution  shall  be  made  either  in  money 
or  any  other  property,  or  in  stock  or 
rights  to  acquire  stock  of  the  distributing 
corporation,  then,  with  respect  to  all 
shareholders,  the  distribution  of  stock  or 
rights  to  acquire  stock  shall  be  con¬ 
sidered  as  a  distribution  of  property  to 
which  section  301  applies  regardless  of — 

(1)  Whether  the  distribution  is  actu¬ 
ally  made  in  whole  or  in  part  in  stock  or 
in  stock  rights; 

(2)  Whether  the  election  or  option  is 
exercised  or  exercisable  before  or  after 
the  declaration  of  the  distribution; 

(3)  Whether  the  declaration  of  the 
dividend  provides  that  payment  will  be 
made  in  one  medium  unless  the  share¬ 
holder  specifically  requests  payment  in 
the  other;  or 

(4)  Whether  all  or  part  of  the  share¬ 
holders  have  the  election. 

(b)  The  application  of  the  above  rule 
may  be  illustrated  by  the  following 
example: 

Example.  Corporation  X  declared  a  divi¬ 
dend  payable  in  additional  shares  of  its 
common  stock  to  the  holders  of  its  out¬ 
standing  common  stock  on  the  basis  of 
two  additional  shares  for  each  share  held  on 
the  record  date  but  with  the  provision  that, 
at  the  election  of  any  shareholder  made 
within  a  specified  period  prior  to  the  dis¬ 
tribution  date,  he  may  receive  one  additional 
share  for  each  share  held  on  the  record  date 
plus  $12  principal  amount  of  securities  of 
Corporation  Y  owned  by  Corporation  X.  The 
fair  market  value  of  the  stock  of  Corporation 
X  on  the  distribution  date  was  $10  per  share. 
The  fair  market  value  of  $12  principal 
amount  of  securities  of  Corporation  Y  on  the 
distribution  date  was  $11  but  such  securities 
had  a  cost  basis  to  Corporation  X  of  $9. 
The  distribution  of  the  second  share  of  stock 
of  Corporation  X  to  those  shareholders  who 
do  not  elect  to  receive  securities  of  Corpora¬ 
tion  Y  will  constitute  a  distribution  of  prop¬ 
erty  to  which  section  301  applies  whether 
such  shareholders  are  Individuals  or  corpo¬ 
rations.  The  amount  of  the  distribution  to 
which  section  301  applies  will  be  $10  per 
share  of  stock  of  Corporation*  X  held  on  the 
record  date  (the  fair  market  value  of  the 
stock  of  Corporation  X  on  the  distribution 
date) .  The  distribution  of  securities  of  Cor¬ 
poration  X  in  lieu  of  the  second  share  of 
stock  of  Corporation  X  to  the  shareholders  of 
Corporation  X,  whether  Individuals  or  corpo¬ 
rations,  who  elect  to  receive  such  securities, 
will  also  constitute  a  distribution  of  property 
to  which  section  301  applies.  Thus,  in  the 
case  of  the  individual  shareholders  of  Cor¬ 
poration  X  who  elect  to  receive  such  securi¬ 
ties,  the  amount  of  the  distribution  to  which 
section  301  applies  will  be  $11  per  share  of 
stock  of  Corporation  X  held  on  the  record 
date  (the  fair  market  value  of  the  $12  prin¬ 
cipal  amount  of  securities  of  Corporation  Y 
on  the  distribution  date).  In  the  case  of 
the  corporate  shareholders  of  Corporation  X 
electing  to  receive  such  securities,  the 
amount  of  the  distribution  to  which  section 
301  applies  will  be  $9  per  share  of  stock  of 
Corporation  X  held  on  the  record  date  (the 
basis  of  the  securities  of  Corporation  Y  In 
the  hands  of  Corporation  X).  The  receipt 
by  either  an  individual  or  corporate  share¬ 


holder  of  the  one  additional  share  of  stock 
of  Corporation  X  (with  respect  to  which  no 
election  applies)  for  each  share  held  will  not 
result  in  a  distribution  of  property  to  such 
shareholder  to  which  section  301  1s  appli¬ 
cable. 

§  1.305-3  Distributions  in  discharge 
of  preference  dividends.  A  distribution 
made  by  a  corporation  to  its  sharehold¬ 
ers  in  its  stock  or  in  rights  to  acquire  its 
stock  shall  be  treated  as  a  distribution 
of  property  to  which  section  301  applies 
to  the  extent  that  the  distribution  is 
made  in  discharge  of  preference  divi¬ 
dends  for  the  taxable  year  of  the  cor¬ 
poration  in  which  the  distribution  is 
made  made  or  for  the  preceding  taxable 
year. 

§  1.306  Statutory  provisions;  disposi¬ 
tions  of  certain  stock.' 

Sec.  306.  Dispositions  of  certain  stock — 
(a)  General  rule.  If  a  shareholder  sells  or 
otherwise  disposes  of  section  306  stock  (as 
defined  in  subsection  (c) )  — 

(1)  Dispositions  other  than  redemptions. 

If  such  disposition  is  not  a  redemption 
(within  the  meaning  of  section  317  (b))  — 

(A)  The  amount  realized  shall  be  treated 
as  gain  from  the  sale  of  property  which  is 
not  a  capital  asset.  This  subparagraph  shall 
not  apply  to  the  extent  that — 

(i)  The  amount  realized,  exceeds 

(ii)  Such  stock’s  ratable  share  of  the 
amount  which  would  have  been  a  dividend 
at  the  time  of  distribution  if  (in  lieu  of 
section  306  stock)  the  corporation  had  dis¬ 
tributed  money  in  an  amount  equal  to  the 
fair  market  value  of  the  stock  at  the  time 
of  distribution. 

(B)  Any  excess  of  the  amount  realized 
over  the  sum  of — 

(1)  The  amount  treated  under  subpara¬ 
graph  (A)  as  gain  from  the  sale  of  property 
which  is  not  a  capital  asset,  plus 

(ii)  The  adjusted  basis  of  the  stock, 

shall  be  treated  as  gain  from  the  sale  of 
such  stock. 

(C)  No  loss  shall  be  recognized. 

(2)  Redemption.  It  the  disposition  is  a 
redemption,  the  amount  realized  shall  be 
treated  as  a  distribution  of  property  to 
which  section  301  applies. 

(b)  Exceptions. '  Subsection  (a)  shall  not 
apply— 

(1)  Termination  of  shareholder’s  inter¬ 
est — (A)  Not  in  redemption.  If  the  dis¬ 
position — 

(1)  Is  not  a  redemption; 

(ii)  Is  not,  directly  or  indirectly,  to  a 
person  the  ownership  of  whose  stock  would 
(under  section  318  (a))  be  attributable  to 
the  shareholder;  and 

(iii)  Terminates  the  entire  stock  Interest 
of  the  shareholder  in  the  corporation  (and 
for  purposes  of  this  clause,  section  318  (a) 
shall  apply). 

(B)  In  redemption.  If  the  disposition  Is 
a  redemption  and  section  302  (b)  (3)  applies. 

(2)  Liquidations.  If  the  section  306  stock 
Is  redeemed  in  a  distribution  in  partial  or 
complete  liquidation  to  which  part  II  (sec. 
331* and  following)  applies. 

(3)  Where  gain  or  loss  is  not  recognized. 
To  the  extent  that,  under  any  provision  of 
this  subtitle,  gain  or  loss  to  the  shareholder 
is  not  recognized  with  respect  to  the  dis¬ 
position  of  the  section  306  stock. 

(4)  Transactions  not  in  avoidance.  If  It 
is  established  to  the  satisfaction  of  the  Sec¬ 
retary  or  his  delegate — 

(A)  That  the  distribution,  and  the  dispo¬ 
sition  or  redemption,  or 

(B)  In  the  case  of  a  prior  or  simultaneous 
disposition  (or  redemption)  of  the  stock 
with  respect  to  which  the  section  306  stock 
disposed  of  (or  redeemed)  was  issued,  that 
the  disposition  (or  redemption)  of  the  sec-1 
tion  306  stock. 
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wa 8  not  in  pursuance  of  a  plan  having  as 
one  of  its  principal  purposes  the  avoidance 
of  Federal  income  tax. 

(c)  Section  306  stock  defined — (1)  In  gen¬ 
eral.  For  purposes  of  this  subchapter,  the 
term  “section  306  stock”  means  stock  which 
meets  the  requirements  of  subparagraph  (A) , 
(B) ,  or  (C)  of  this  paragraph. 

(A)  Distributed  to  seller.  Stock  (other 
than  common  stock  issued  with  respect  to 
common  stock)  which  was  distributed  to  the 
shareholder  selling  or  otherwise  disposing  of 
such  stock  if,  by  reason  of  section  305  (a), 
any  part  of  such  distribution  was  not  in¬ 
cludible  in  the  gross  income  of  the  share¬ 
holder. 

(B)  Received  in  a  corporate  reorganiza¬ 
tion  or  separation.  Stock  which  is  not  com¬ 
mon  stock  and — 

(1)  Which  was  received,  by  the  shareholder 
selling  or  otherwise  disposing  of  such  Btock, 
in  pursuance  of  a  plan  of  reorganization 
(within  the  meaning  of  section  368  (a) ),  or 
in  a  distribution  or  exchange  to  which  sec¬ 
tion  355  <or  so  much  of  section  356  as  re¬ 
lates  to  section  355)  applied,  and 

(ii)  With  respect  to  the  receipt  of  which 
gain  or  loss  to  the  shareholder  was  to  any 
extent  not  recognized  by  reason  of  part  III, 
but  only  to  the  extent  that  either  the  effect 
of  the  transaction  was  substantially  the 
same  a3  the  receipt  of  a  stock  dividend,  or  the 
stock  was  received  in  exchange  for  section 
306  stock. 

For  purposes  of  this  section,  a  receipt  of 
stock  to  which  the  foregoing  provisions  of 
this  subparagraph  apply  shall  be  treated 
as  a  distribution  of  stock. 

(C)  Stock-  having  transferred  or  substi¬ 
tuted  basis.  Except  as  otherwise  provided  in 
subparagrt^th  (B),  stock  the  basis  of  which 
(in  the  hands  of  the  shareholder  selling  or 
otherwise  disposing  of  such  stock)  is  deter¬ 
mined  by  reference  to  the  basis  (in  the  hands 
of  such  shareholder  or  any  other  person)  of 
section  306  stock. 

(2 )  Exception  where  no  earnings  and 
profits.  For  purposes  of  this  section,  the 
term  “section  306  stock”  does  not  include 
any  stock  no  part  of  the  distribution  of 
which  would  have  been  a  dividend  at  the 
time  of  ths  distribution  if  money  had  been 
distributed  in  lieu  of  the  stock. 

(d)  Stock  rights.  For  purposes  of  this 
section — 

(1)  Stock  rights  shall  be  treated  as  stock, 
and 

(2)  Stock  acquired  through  the  exercise  of 
stock  righi^  shall  be  treated  as  stock  dis¬ 
tributed  at  the  time  of  the  distribution  of 
the  stock  rights,  to  the  extent  of  the  fair 
market  value  of  such  rights  at  the  time  of 
the  distribution. 

(e)  Convertible  stock.  For  purposes  of 
subsection  (c)  — 

(1)  If  s<  action  306  stock  was  issued  with 
respect  to  lommon  stock  and  later  such  sec¬ 
tion  306  stock  is  exchanged  for  common 
stock  in  the  same  corporation  (whether  or 
not  such  exchange  is  pursuant  to  a  conver¬ 
sion  privilege  contained  in  the  section  306 
stock),  thsn  (except  as  provided  in  para¬ 
graph  (2)  i  the  common  stock  so  received 
shall  not  be  treated  as  section  306  stock;  and 

(2)  Common  stock  with  respect  to  which 
there  is  a  privilege  of  converting  into  stock 
other  than  common  stock  (or  into  property) , 
whether  or  not  the  conversion  privilege  is 
contained  in  such  stock,  shall  not  be  treated 
as  common  stock. 

(f)  Source  of  gain.  The  amount  treated 
under  subsection  (a)  (1)  (A)  as  gain  from 
the  sale  of  property  which  is  not  a  capital 
asset  shall,  for  purposes  of  part  I  of  sub¬ 
chapter  N  (sec.  861  and  following,  relating  to 
determination  of  sources  of"  income),  be 
treated  as  derived  from  the  same  source  as 
would  have  been  the  source  if  money  had 
been  received  from  the  corporation  as  a  divi¬ 
dend  at  the  time  of  the  distribution  of  such 
Stock.  If  under  the  preceding  sentence  such 


amount  is  determined  to  be  derived  from 
sources  within  the  United  States,  such 
amount  shall  be  considered  to  be  fixed  or 
determinable  annual  or  periodical  gains, 
profits,  and  income  within  the  meaning  of 
section  871  (a)  or* section  881  (a),  as  the 
case  may  be. 

(g)  Change  in  terms  and  conditions  of 
stock.  If  a  substantial  change  is  made  in 
the  terms  and  conditions  of  any  stock,  then, 
for  purposes  of  this  section — 

(1)  The  fair  market  value  of  such  stock 
shall  be  the  fair  market  value  at  the  time  of 
the  distribution  or  at  the  time  of  such 
change,  whichever  such  value  is  higher; 

(2)  Such  stock’s  ratable  share  of  the 
amount  which  would  have  been  a  dividend 
if  money  had  been  distributed  in  lieu  of 
stock  shall  be  determined  as  of  the  time  of 
distribution  or  as  of  the  time  of  such  change, 
whichever  such  ratable  share  is  higher;  and 

(3)  Subsection  (c)  (2)  shall  not  apply 
unless  the  stock  meets  the  requirements  of 
such  subsection  both  at  the  time  of  such 
distribution  and  at  the  time  of  such  change. 

(h)  Stock  received  in  distributions  and 
reorganizations  to  which  1939  Code  applied. 

If  stock — 

( 1 )  Was  received  in  a  distribution  or  reor¬ 
ganization  to  which  the  Internal  Revenue 
Code  of  1939  (or  the  corresponding  provisions 
of  prior  law)  applied, 

(2)  Such  stock  would  have  been  section 
306  stock  if  this  Code  applied  to  such  distri¬ 
bution  or  reorganization,  and 

(3)  Such  stock  is  disposed  of  or  redeemed 
on  or  after  June  22,  1954, 

then  the  foregoing  subsections  of  this  sec¬ 
tion  shall  not  apply  in  respect  of  such  dis¬ 
position  or  redemption.  The  extent  to  which 
such  disposition  or  redemption  shall  be 
treated  as  a  dividend  shall  be  determined 
as  if  the  Internal  Revenue  Code  of  1939  (as 
modified  by  the  provisions  of  this  Code  other 
than  the  foregoing  subsections  of  this  sec¬ 
tion)  continued  to  apply  in  respect  of  such 
disposition  or  redemption. 

§  1.306-1  General,  (a)  Section  306 
provides,  in  general,  that  the  proceeds 
from  the  sale  or  redemption  of  certain 
stock  (referred  to  as  “section  306  stock”) 
shall  be  treated  either  as  gain  from  the 
sale  of  property  which  is  not  a  capital 
asset,  or  as  a  distribution  of  property  to 
which  section  301  applies.  Section  306 
stock  is  defined  in  section  306  (c)  and  is 
usually  preferred  stock  received  either 
as  a  nontaxable  dividend  or  in  a  transac¬ 
tion  in  which  no  gain  or  loss  is  recog¬ 
nized.  Section  306  (b)  lists  certain  cir¬ 
cumstances  in  which  the  special  rules  of 
section  306  (a)  shall  not  apply. 

(b)  (1)  If  a  shareholder  sells  or  other¬ 
wise  disposes  of  section  306  stock  (other 
than  by  redemption  or  within  the  excep¬ 
tions  listed  in  section  306  (b) ) ,  the  entire 
proceeds  received  from  such  disposition 
shall  be  treated  as  gain  from  the  sale  of 
property  not  a  capital  asset  to  the  extent 
that  the  fair  market  value  of  the  stock 
sold,  on  the  date  distributed  to  the  share¬ 
holder,  would  have  been  a  dividend  to 
such  shareholder  had  the  distributing 
corporation  distributed  cash  in  lieu  of 
stock.  Any  excess  of  the  amount  re¬ 
ceived  over  the  sum  of  the  amount 
treated  as  ordinary  income  plus  the  ad¬ 
justed  basis  of  the  stock  disposed  of, 
shall  be  treated  as  gain  from  the  sale  of 
a  capital  asset  or  noncapital  asset  as  the 
case  may  be.  No  loss  shall  be  recognized. 
While  the  amount  of  earnings  and  prof¬ 
its  at  the  time  of  the  distribution  is  one 
of  the  measures  of  the  amount  to  be 
treated  as  ordinary  income,  no  reduction 


of  earnings  and  profits  results  from 
any  disposition  of  stock  other  than  a 
redemption.  The  term  “disposition” 
under  section  306  (a)  (1)  includes, 

among  other  things,  pledges  of  stock 
under  certain  circumstances,  particu¬ 
larly  where  the  pledgee  can  look  only  to 
the  stock  itself  as  its  security. 

(2)  Section  306  (a)  (1)  may  be  illus¬ 
trated  by  the  following  examples: 

Example  (1).  On  December  15,  1954,  A 
and  B  owned  equally  all  of  the  stock  of 
Corporation  X  which  files  its  income  tax 
return  on  a  calendar  year  basis.  On  that 
date  Corporation  X  distributed  pro  rata  loo 
shares  of  preferred  stock  as  a  dividend  on 
its  outstanding  common  stock.  On  Decem¬ 
ber  15,  1954,  the  preferred  stock  had  a  fair 
market  value  of  $10,000.  On  December  31, 
1954,  the  earnings  and  profits  of  Corporation 
X  were  $20,000.  The  50  shares  of  preferred 
stock  so  distributed  to  A  had  an  allocated 
basis  to  him  of  $10  per  share  or  a  total  of 
$500  for  the  50  shares.  Such  shares  had  a 
fair  market  value  of  $5,000  when  issued.  A 
sold  the  50  shares  of  preferred  stock  on  July 
1,  1955,  for  $6,000.  Of  this*amount  $5,000 
will  be  treated  as  gain  from  the  sale  of  prop¬ 
erty  which  is  not  a  capital  asset;  $500  ($6,000 
minus  $5,500)  will  be  treated  as  gain  from 
the  sale  of  a  capital  or  noncapital  asset  as 
the  case  may  be. 

Example  (2).  The  facts  are  the  same  as  in 
Example  1  except  that  A  sold  his  50  shares 
of  preferred  stock  for  $5,100.  Of  this  amount 
$5,000  will  be  treated  as  gain  from  the  sale 
of  property  which  is  not  a  capital  asset.  No 
loss  will  be  allowed.  There  will  be  added 
back  to  the  basis  of  the  common  stock  of 
Corporation  X  with  respect  to  which  the 
preferred  stock  was  distributed,  $400,  the 
allocated  basis  of  $500  reduced  by  the  $100 
received. 

Example  (3).  The  facts  are  the  same  as 
in  example  1  except  that  A  sold  25  of  his 
shares  of  preferred  stock  for  $2,600.  Of  this 
amount  $2,500  will  be  treated  as  gain  from 
the  sale  of  property  which  is  not  a  capital 
asset.  No  loss  will  be  allowed.  There  will 
be  added  back  to  the  basis  of  the  common 
stock  of  Corporation  X  with  respect  to  which 
the  preferred  stock  was  distributed,  $150,  the 
allocated  basis  of  $250  reduced  by  the  $100 
received. 

(c)  The  entire  amount  received  by  a 
shareholder  from  the  redemption  of  sec¬ 
tion  306  stock  shall  be  treated  as  a  dis¬ 
tribution  of  property  under  section  301. 
In  the  case  of  a  redemption,  the  amount 
of  the  earnings  and  profits  of  the  dis¬ 
tributing  corporation  at  the  time  the 
section  306  stock  was  distributed  is  im¬ 
material.  See  also  section  303  (relating 
to  distribution  in  redemption  of  stock 
to  pay  death  taxes). 

§  1.306-2  Exception,  (a)  If  a  share¬ 
holder  terminates  his  entire  stock  in¬ 
terest  in  a  corporation, 

(1)  By  a  sale  or  other  disposition 
within  the  requirements  of  section  306 
(b)  (1)  (A),  or 

(2)  By  redemption  undfer  section  302 
(b)  (3),  (through  the  application  of 
section  306  (b)  (1)  (B)), 

the  amount  received  from  such  dispo¬ 
sition  shall  be  treated  as  an  amount  re¬ 
ceived  in  part  or  full  payment  for  the 
stock  sold  or  redeemed.  In  the  case  of 
a  sale,  only  the  stock  interest  need  be 
terminated.  In  determining  whether 
an  entire  stock  interest  has  been  ter¬ 
minated  under  section  306  (b)  (1)  (A), 
all  of  the  provisions  of  section  318  (a) 
(relating  to  constructive  ownership  of 
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stock)  shall  be  applicable.  In  determin¬ 
ing  whether  a  shareholder  has  termi¬ 
nated  his  entire  interest  in  a  corporation 
by  a  redemption  of  his  stock  under 
section  302  (b)  (3) ,  all  of  the  provisions 
of  section  318  (a)  shall  be  applicable 
unless  the  shareholder  meets  the  re¬ 
quirements  of  section  302  (c)  (2)  (relat¬ 
ing  to  termination  of  all  interest  in  the 
corporation).  If  the  requirements  of 
section  302  (c)  (2)  are  met,  section  318 

(a)  (1)  (relating  to  members  of  a  fam¬ 
ily)  shall  be  inapplicable.  Under  all 
circumstances  paragraphs  (2),  (3),  and 
(4)  of  section  318  (a)  shall  be  applicable. 

(b)  Section  306  (a)  does  not  apply 
to— 

(1)  Redemptions  of  section  306  stock 
pursuant  to  a  partial  or  complete  liqui¬ 
dation  of  a  corporation  to  which  part  II 
(section  331  and  following)  applies. 

(2)  Exchanges  of  section  306  stock 
solely  for  stock  in  connection  with  a 
reorganization  or  in  an  exchange  under 
section  351,  355,  or  section  1036  (relating 
to  exchanges  of  stock  for  stock  in  the 
same  corporation)  to  the  extent  that 
gain  or  loss  is  not  recognized  to  the 
shareholder  as  the  result  of  the  ex¬ 
change  of  the  stock  (see  §  1.306-3  (d) 
relative  to  the  receipt  of  other  prop¬ 
erty)  ,  and 

(3)  A  disposition  or  redemption,  if  it 
is  established  to  the  satisfaction  of  the 
Commissioner  that  the  distribution,  and 
the  disposition  or  redemption,  was  not 
in  pursuance  of  a  plan  having  as  one  of 
its  principal  purposes  the  avoidance  of 
Federal  income  tax.  However,  in  the 
case  of  a  prior  or  simultaneous  disposi¬ 
tion  (or  redemption)  of  the  stock  with 
respect  to  which  the  section  306  stock 
disposed  of  (or  redeemed)  was  issued,  it 
is  not  necessary  to  establish  that  the  dis¬ 
tribution  was  not  in  pursuance  of  such 
a  plan.  For  example,  in  the  absence  of 
such  a  plan  and  of  any  other  facts,  the 
first  sentence  of  this  subparagraph 
would  be  applicable  to  the  case  of  divi¬ 
dends  and  isolated,  dispositions  of  sec¬ 
tion  306  stock  by  minority  shareholders. 
Similarly,  in  the  absence  of  such  a  plan 
and  of  any  other  facts,  if  a  shareholder 
received  a  distribution  of  100  shares  of 
section  306  stock  on  his  holdings  of  100 
shares  of  voting  common  stock  in  a  cor¬ 
poration  and  sells  his  voting  common 
stock  before  he  disposes  of  his  section 
306  stock,  the  subsequent  disposition  of 
his  section  306  stock  would  not  ordinar¬ 
ily  be  considered  a  disposition  one  of  the 
principal  purposes  of  which  is  the  avoid¬ 
ance  of  Federal  income  tax. 

§  1.306-3  Section  306  stock  defined. 
(a)  For  the  purpose  of  Subchapter  C 
the  term  “section  306  stock”  means 
stock  which  meets  the  requirements  of 
section  306  (c)  (1).  Any  class  of  stock 
distributed  to  a  shareholder  in  a  trans¬ 
action  in  which  no  amount  is  includible 
in  the  income  of  the  shareholder  or  no 
gain  or  loss  is  recognized  may  be  section 
306  stock,  provided  the  distributing  cor¬ 
poration  has  earnings  and  profits  at  the 
time  of  distribution  and  for  this  purpose 
the  total  amount  of  the  earnings  and 
profits  is  immaterial.  However,  except 
as  provided  in  section  306  (g) ,  if  the  dis¬ 
tributing  corporation  has  no  earnings 
and  profits  at  the  time  of  distribution. 
Pursuant  to  section  306  (c)  (2) ,  the  stock 
No.  235---  3 
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distributed  will  not  constitute  section 
306  stock. 

(b)  For  the  purpose  of  section  306, 
rights  to  acquire  stock  shall  be  treated 
as  stock.  Such  rights  shall  not  be  sec¬ 
tion  306  stock  if  no  part  of  the  distri¬ 
bution  would  have  been  a  dividend  if 
money  had  been  distributed  in  lieu  of 
such  rights.  If  money  distributed  in 
lieu  of  such  rights  would  have  been  a 
dividend,'  the  amount  referred  to  in  sec¬ 
tion  306  (a)  (1)  (A)  (ii)  shall  be  deter¬ 
mined  as  of  the  time  of  the  distribution 
of  such  rights.  When  stock  is  acquired 
by  the  exercise  of  rights  which  are  sec¬ 
tion  306  stock,  the  stock  acquired  is  sec¬ 
tion  306  stock,  and  the  amount  referred 
to  in  section  306  (a)  (1)  (A)  (ii)  is  deter¬ 
mined  by  reference  to  the  date  of  dis- 
tributiori  of  the  rights. 

(c)  Section  306  (c)  (1)  (A)  provides 
that  section  306  stock  is  any  stock  (other 
than  common  issued  with  respect  to 
common)  distributed  to  the  shareholder 
selling  or  otherwise  disposing  thereof  if, 
under  section  305  (a)  (relating  to  dis¬ 
tributions  of  stock  and  stock  rights)  any 
part  of  the  distribution  was  not  included 
in  the  gross  income  of  the  distributee. 
Common  stock  received  as  a  stock  divi¬ 
dend  will  not  be  considered  as  section 
306  stock  unless  such  dividend  is  (1) 
distributed  with  respect  to  stock  wjiich 
is  not  common  stock,  and  (2)  is  not  tax¬ 
able  upon  receipt.  For  example,  com¬ 
mon  stock  distributed  in  payment  of 
arrearages  on  preferred  stock  dividends 
may  be  section  306  stock  unless  the  com¬ 
mon  stock  is  taxable  under  section  305 
(b)(1).  Thus,  where  part  of  the  dis¬ 
tribution  is  in  payment  of  the  dividends 
for  the  current  and  preceding  year  on 
preferred  stock  and  part  of  the  distribu¬ 
tion  relates  to  arrearages  of  such  stock, 
only  that  part  of  the  distribution  apply¬ 
ing  to  arrearages  will  be  treated  as  sec¬ 
tion  306  stock.  For  example,  if  100 
shares  of  common  stock  are  distributed 
in  payment  of  all  dividends  due  on  pre- 
tion  relates  to  arrearages  on  such  stock, 
applying  to  the  current  and  immediately 
preceding  year’s  dividends  and  nine- 
tenths  to  arrearages,  only  nine-tenths  of 
each  share  may  be  section  306  stock. 

(d)  Section  306  (c)  (1)  (B)  includes 
in  the  definition  of  section  306  stock 
any  stock  except  common  stock,  which 
is  received  by  a  shareholder  in  connec¬ 
tion  with  a  reorganization  under  section 
368  or  in  a  distribution  or  exchange  un¬ 
der  section  355  (or  so  much  of  section 
356  as  relates  to  section  355?  provided 
the  effect  of  the  transaction  is  substan¬ 
tially  the  same  as  the  receipt  of  a  stock 
dividend,  or  the  stock  is  received  in  ex¬ 
change  for  section  306  stock.  If,  in  a 
transaction  to  which  section  356  is  ap¬ 
plicable,  a  shareholder  exchanges  section 
306  stock  for  stock  and  money  or  other 
property,  the  entire  amount  of  such 
money  and  of  the  fair  market  value  of 
the  other  property  (not  limited  to  the 
gain  recognized)  shall  be  treated  as  a 
distribution  of  property  to  which  section 
301  applies.  Common  stock  received  in 
Exchange  for  section  306  stock  in  a  re¬ 
capitalization  shall  not  be  considered 
section  306  stock.  Ordinarily,  section 
306  stock  includes  stock  which  is  not 
common  stock  received  in  pursuance  of 
a  plan  of  reorganization  (within  the 
meaning  of  section  368  (a) )  or  received 
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in  a  distribution  or  exchange  to  which 
section  355  (or  so  much  of  section  356 
as  relates  to  section  355)  applies  if  cash 
received  in  lieu  of  such  stock  would  have 
been  treated  as  a  dividend  under  sec¬ 
tion  356  (a)  (2)  or  would  have  been 
treated  as  a  distribution  to  which  section 
301  applies  by  virtue  of  section  356  (b) 
or  section  302  (d).  The  application  of 
the  preceding  sentence  is  illustrated  by 
the  following  examples: 

Example  (1).  Corporation  A,  having  only 
common  stock  outstanding,  is  merged  in  a 
statutory  merger  (qualifying  as  a  reorganiza¬ 
tion  under  section  368  (a) )  with  Corporation 
B.  Pursuant  to  such  merger,  the  sharehold¬ 
ers  of  Corporation  A  received  both  common 
and  preferred  stock  in  Corporation  B.  The 
preferred  stock  received  by  such  sharehold¬ 
ers  is  section  306  stock. 

Example  (2).  X  and  Y  each  own  one-half 
of  the  2,000  outstanding  shares  of  preferred 
stock  and  one-half  of  the  2,000  outstanding 
shares  of  common  stock  of  Corporation  C. 
Pursuant  to  a  reorganization  within  the 
meaning  of  section  368  (a)  (1)  (E)  (recapi¬ 
talization)  each  shareholder  exchanges  his 
preferred  stock  for  preferred  stock  of  a  new 
issue  which  is  not  substantially  different 
from  the  preferred  stock  previously  held. 
Unless  the  preferred  stock  exchanged  was 
itself  section  306  stock  the  preferred  stock 
received  is  not  section  306  stock. 

(e)  Section  306  (c)  (1)  (C)  includes 
in  the  definition  of  section  306  stock  any 
stock  (except  as  provided  in  section  306 

(c)  (1)  (B))  the  basis  of  which  in  the 
hands  of  the  person  disposing  of  such 
stock,  is  determined  by  reference  to  sec¬ 
tion  306  stock  held  by  such  shareholder 
or  any  other  person.  Under  this  sub- 
paragraph  common  stock  can  be  section 
306  stock.  Thus,  if  a  person  owning 
section  306  stock  in  Corporation  A  trans¬ 
fers  it  to  Corporation  B  which  is  con¬ 
trolled  by  him  in  exchange  for  common 
stock  of  Corporation  B  in  a  transaction 
to  which  section  351  is  applicable,  the 
common  stock  so  received  by  him  would 
be  section  306  stock  and  subject  to  the 
provisions  of  section  306  (a)  on  its  dis¬ 
position.  In  addition,  the  section  306 
stock  transferred  is  section  306  stock  in 
the  hands  of  Corporation  B,  the  trans¬ 
feree.  Section  306  stock  transferred  by 
gift  remains  section  306  stock  in  the 
hands  of  the  donee.  Stock  received  in 
exchange  for  section  306  stock  under  sec¬ 
tion  1036  (a)  (relating  to  exchange  of 
stock  for  stock  in  the  same  corporation) 
or  under  so  much  of  section  1031  (b)  as 
relates  to  section  1036  (a)  becomes  sec¬ 
tion  306  stock  and  acquires,  for  purposes 
of  section  306,  the  characteristics  of  the 
section  306  stock  exchanged.  The  entire 
amount  of  the  fair  market  value  of  the 
other  property  received  in  such  trans¬ 
action  shall  be  considered  as  received 
upon  a  disposition  (other  than  a  redemp¬ 
tion)  to  which  section  306  (a)  applies. 
Section  306  stock  ceases  to  be  so  classi¬ 
fied  if  the  basis  of  such  stock  is  deter¬ 
mined  by  reference  to  its  fair  market 
value  on  the  date  of  the  decedent-stock¬ 
holder’s  death  or  the  optional  valuation 
date  under  section  1014. 

(f )  If  section  306  stock  which  was  dis¬ 
tributed  with  respect  to  common  stock,  is 
exchanged  for  common  stock  in  the  same 
corporation  (whether  or  not  such  ex¬ 
change  is  pursuant  to  a  conversion  privi¬ 
lege  contained  in  section  206  stock) ,  such 
common  stock  shall  not  be  section  306  j 
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stock.  This  subparagraph  applies  to  ex¬ 
changes  not  coming  within  the  purview 
of  section  306  (c)  (1)  (B).  Common 
stock  which  is  convertible  into  stock 
other  than  common  stock  or  into  prop¬ 
erty.  shall  not  be  considered  common 
stock.  It  is  immaterial  whether  the 
conversion  privilege  is  contained  in  the 
stock  or  in  some  type  of  collateral  agree¬ 
ment. 

(g)  If  there  is  a  substantial  change  in 
the  terms  and  conditions  of  any  stock, 
then,  for  the  purpose  of  this  section — 

(1)  The  fair  market  value  of  such 
stock  shall  be  the  fair  market  value  at 
the  time  of  distribution  or  the  fair  mar¬ 
ket  value  at  the  time  of  such  change, 
whichever  is  higher; 

(2)  Such  stock’s  ratable  share  of  the 
amount  which  would  have  been  a  divi- 
dent  if  money  had  been  distributed  in 
lieu  of  stock  shall  be  determined  as  of 
the  time  of  distribution  or  as  of  the  time 
of  such  change,  whichever  ratable  share 
is  higher;  and 

(3)  Section  306  (c)  (2)  shall  be  inap¬ 
plicable  if  there  would  have  been  a  divi¬ 
dend  to  any  extent  if  money  had  been 
distributed  in  lieu  of  the  stock  either  at 
the  time  of  the  distribution  or  at  the 
time  of  such  change. 

(h)  When  section  306  stock  is  dis¬ 
posed  of,  the  amount  treated  under  sec¬ 
tion  306  (a)  (1)  (A)  as  gain  from  the 
sale  of  property  which  is  not  a  capital 
asset  will,  for  the  purposes  of  Part  I  of 
Subchapter  N,  be  treated  as  derived  from 
the  same  source  as  would  have  been  the 
source  if  money  had  been  received  from 
the  corporation  as  a  dividend  at  the  time 
of  the  distribution  of  such  stock.  If  the 
amount  is  determined  to  be  derived  from 
sources  within  the  United  States,  the 
amount  shall  be  considered  to  be  fixed  or 
determinable  annual  or  periodic  gains, 
profits,  and  income  within  the  meaning 
of  section  871  (a)  or  section  881  (a),  re¬ 
lating,  respectively,  to  the  tax  on  non¬ 
resident  alien  individuals  and  on  foreign 
corporations  not  engaged  in  business  in 
the  United  States. 

(i)  Section  306  shall  be  inapplicable 
to  stock  received  before  June  22,  1954, 
and  to  stock  received  on  or  after  June  22, 
1954,  in  transactions  subject  to  the  pro¬ 
visions  of  the  1939  Code.  See  §  1.391-1. 

§  1.307  Statutory  provisions;  basis  of 
stock  and  stock  rights  acquired  in  dis¬ 
tribution. 

Sec.  307.  Basis  of  stock  and  stock  rights 
acquired  in  distribution — (a)  General  rule. 
If  a  shareholder  in  a  corporation  receives  its 
stock  or  rights  to  acquire  its  stock  (referred 
to  in  this  subsection  as  “new  stock”)  in  a 
distribution  to  which  section  305  (a)  ap¬ 
plies,  then  the  basis  of  such  new  stock  and 
of  the  stock  with  respect  to  which  it  is 
distributed  (referred  to  in  this  section  as 
"old  stock”) ,  respectively,  shall,  in  the  share¬ 
holder’s  hands,  be  determined  by  allocating 
between  the  old  stock  and  the  new  stock 
the  adjusted  basis  of  the  old  stock.  Such 
allocation  shall  be  made  under  regulations 
prescribed  by  the  Secretary  or  his  delegate. 

(b)  Exception  for  certain  stock  rights — 
(1)  In  general.  If — 

(A)  A  corporation  distributes  rights  to 
acquire  its  stock  to  a  shareholder  in  a  dis¬ 
tribution  to  which  section  305  (a)  applies, 
and 

(B)  The  fair  market  value  of  such  rights 
at  the  time  of  the  distribution  is  less  than 
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15  percent  of  the  fair  market  value  of  the 
old  stock  at  such  time, 

then  subsection  (a)  shall  not  apply  and  the 
basis  of  such  rights  shall  be  zero,  unless  the 
taxpayer  elects  under  paragraph  (2)  of  this 
subsection  to  determine  the  basis  of  the 
old  stock  and  of  the  stock  rights  under  the 
method  of  allocation  provided  in  subsec¬ 
tion  (a). 

(2)  Election.  The  election  referred  to  in 
paragraph  (1)  shall  be  made  in  the  return 
filed  within  the  time  prescribed  by  law  (in¬ 
cluding  extensions  thereof)  for  the  taxable 
year  in  which  such  rights  were  received. 
Such  election  shall  be  made  in  such  manner 
as  the  Secretary  or  his  delegate  may  by 
regulations  prescribe,  and  shall  be  irrevoca¬ 
ble  when  made. 

(c)  Cross  Reference.  For  basis  of  stock 
and  stock  rights  distributed  before  June  22, 
1954,  see  section  1052. 

§  1.307-1  General,  (a)  If  a  share¬ 
holder  receives  stock  or  stock  rights  as 
a  distribution  on  stock  previously  held 
and  under  section  305  such  distribution 
is  not  includible  in  gross  income  then, 
except  as  provided  in  section  307  (b)  and 
§  1.307-2,  the  basis  of  the  stock  with  re¬ 
spect  to  which  the  distribution  was  made 
shall  be  allocated  between  the  old  and 
new  stocks  or  rights  in  proportion  to  the 
fair  market  values  of  each  on  the  date 
of  distribution.  If  a  shareholder  receives 
stock  or  stock  rights  as  a  distribution  on 
stock  previously  held  and  pursuant  to 
section  305  part  of  the  distribution  is  not 
includible  in  gross  income,  then  (except 
as  provided  in  section  307  (b)  and 
§  1.307-2)  the  basis  of  the  stock  with 
respect  to  which  the  distribution  is  made 
shall  be  allocated  between  (1)  the  old 
stock  and  (2)  that  part  of  the  new  stock 
or  rights  which  is  not  includible  in  gross 
income,  in  proportion  to  the  fair  market 
values  of  each  on  the  date  of  distribu¬ 
tion.  The  date  of  distribution  in  each 
case  shall  be  the  date  the  stock  or  the 
rights  are  distributed  to  the  stockholder 
and  not  the  record  date..  The  general 
rule  will  apply  with  respect  to  stock 
rights  only  if  such  rights  are  exercised 
or  sold. 

(b)  The  application  of  paragraph  (a) 
of  this  section  is  illustrated  by  the  fol¬ 
lowing  example: 

Example.  A  taxpayer  In  1947  purchased 
100  shares  of  common  stock  at  $100  per 
share  and  in  1954  by  reason  of  the  owner¬ 
ship  of  such  stock  acquired  100  rights  en¬ 
titling  him  to  subscribe  to  100  additional 
shares  of  such  stock  at  $90  a  share.  Imme¬ 
diately  after  the  issuance  of  the  rights,  each 
of  the  shares  of  stock  in  respect  of  which 
the  rights  were  acquired  had  a  fair  market 
value,  ex -rights,  of  $110  and  the  rights  had 
a  fair  market  value  of  $19  each.  The  basis 
of  the  rights  and  the  common  stock  for  the 
purpose  of  determining  the  basis  for  gain 
or  loss  on  a  subsequent  sale  or  exercise  of  the 
rights  or  a  sale  of  the  old  stock  is  computed 
as  follows: 

100  (shares)  X  $100  =  $10,000,  cost  of  old  stock 
(stock  in  respect  of  which  the  rights 
were  acquired). 

100  (shares)  x$110=$ll,000,  market  value  of 
old  stock. 

100  (rights)  x  $19 =$1,900,  market  value  of 
rights.  • 

11,000 

22  900  °*  $10.000 =$8,527.13,  cost  of  old  stock 

’  apportioned  to  such  stock. 

1,900 

To  900  of  $10,000 =$1,472.87,  cost  of  old  stock 

'  apportioned  to  rights. 


If  the  rights  are  sold,  the  basis  for  deter¬ 
mining  gain  or  loss  will  be  $14.7287  per  right. 
If  the  rights  are  exercised,  the  basis  of  the 
new  stock  acquired  will  be  the  subscription 
price  paid  therefor  ($90)  plus  the  basis  of 
the  rights  exercised  ($14.7287  each)  or 
$104.7287  per  share.  The  remaining  basis 
of  the  old  stock  for  the  purpose  -of  deter¬ 
mining  gain  or  loss  on  a  subsequent  sale  will 
be  $85.2713  per  share. 

§  1.307-2  Exception.  The  basis  of 
rights  to  buy  stock  which  are  excluded 
from  gross  income  under  section  305  (a), 
shall  be  zero  if  the  fair  market  value 
of  such  rights  on  the  date  of  distribution 
is  less  than  15  percent  of  the  fair  mar¬ 
ket  value  of  the  old  stock  on  that  date, 
unless  the  shareholder  elects  to  allocate 
part  of  the  basis  of  the  old  stock  to  the 
rights  as  provided  in  §  1.307-1  (a).  The 
election  shall  be  made  by  a  shareholder 
with  respect  to  all  the  rights  received 
by  him  in  a  particular  distribution  in 
respect  of  all  the  stock  of  the  same  class 
owned  by  him  in  the  issuing  corporation 
at  the  time  of  such  distribution.  Such 
election  to  allocate  basis  to  rights  shall 
be  in  the  form  of  a  statement  attached 
to  the  shareholder’s  return  for  the  year 
in  which  the  rights  are  received.  This 
election,  once  made,  shall  be  irrevocable 
with  respect  to  the  rights  for  which  the 
election  was  made.  Any  shareholder 
making  such  an  election  shall  retain  a 
copy  of  the  election  and  of  the  tax  re¬ 
turn  with  which  it  was  filed,  in  order 
to  substantiate  the  use  of  an  allocated 
basis  upon  a  subsequent  disposition  of 
the  stock  acquired  by  exercise. 

Effects  on  Corporation 

§  1.311  Statutory  provisions ;  tax¬ 
ability  of  corporations  on  distribution. 

Sec.  311.  Taxability  of  corporation  on  dis¬ 
tribution — (a)  General  rule.  Except  as  pro¬ 
vided  in  subsections  (b)  and  (c)  of  this 
section  and  section  453  (d),  no  gain  or  loss 
shall  be  recognized  to  a  corporation  on  the 
distribution,  with  respect  to  its  stock,  of— 

(1)  Its  stock  (or  rights  to  acquire  its 
stock),  or 

(2)  Property. 

(b)  LIFO  inventory — (1)  Recognition  of 
gain.  If  a  corporation  inventorying  goods 
tinder  the  method  provided  in  section  472 
(relating  to  last-in,  first-out  inventories) 
distributes  inventory  assets  (as  defined  in 
paragraph  (2)  (A)),  then  the  amount  (if 
any)  by  which — 

(A)  The  inventory  amount  (as  defined  in 
paragraph  (2)  (B))  of  such  assets  under  a 
method  authorized  by  section  471  (relating 
to  general  rule  for  inventories) ,  exceeds 

(B)  The  inventory  amount  of  such  assets 
under  the  method  provided  in  section  472, 

shall  be  treated  as  gain  to  the  corporation 
recognized  from  the  sale  of  such  inventory 
assets.  • 

(2)  Definitions.  For  purposes  of  para¬ 
graph  (1)  — 

(A)  Inventory  assets.  The  term  “inven¬ 
tory  assets”  means  stock  in  trade  of  the  cor¬ 
poration,  or  other  property  of  a  kind  which 
would  properly  be  included  in  the  inventory 
of  the  corporation  if  on  hand  jit  the  close  of 
the  taxable  year. 

(B)  Inventory  amount.  The  term  “inven¬ 
tory  amount”  means,  in  the  case  of  inventory 
assets  distributed  during  a  taxable  year,  the 
amount  of  such  inventory  assets  determined 
as  if  the  taxable  year  closed  at  the  time  of 
such  distribution. 

(3)  Method  of  determining  inventory 
amount.  For  purposes  of  this  subsection,  the 
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inventory  amount  of  assets  under  a  method 
authorized  by  section  471  shall  be  deter¬ 
mined — 

(A)  If  the  corporation  uses  the  retail 
method  of  valuing  inventories  under  section 
472,  by  using  such  method,  or 

(B)  If  subparagraph  (A)  does  not  apply, 
by  using  cost  or  market,  whichever  is  lower, 

(c)  Liability  in  excess  of  basis.  If — 

(1)  A  corporation  distributes  property  to 
a  shareholder  with  respect  to  its  stock, 

(2)  Such  property  is  subject  to  a  liability, 
or  the  shareholder  assumes  a  liability  of  the 
corporation  in  connection  with  the  distri¬ 
bution,  and 

(3)  The  amount  of  such  liability  exceeds 
the  adjusted  basis  (in  the  hands  of  the  dis¬ 
tributing  corporation)  of  such  property, 

then  gain  shall  be  recognized  to  the  distrib¬ 
uting  corporation  in  an  amount  equal  to 
such  excess  as  if  the  property  distributed 
had  been  sold  at  the  time  of  the  distribution. 
In  the  case  of  a  distribution  of  property 
subject  to  a  liability  which  is  not  assumed 
by  the  sharehoMer,  the  amount  of  gain  to 
be  recognized  under- the  pree-ding  sentence 
shall  not  exceed  the  excess,  if  any.  of  the 
fair  market  value  of  such  property  over  its 
adjusted  basis. 

§  1.311-1  General,  (a)  Except  as 
provided  in  subsections  (b)  and  (c)  of 
section  311  and  section  453  (d)  (relating 
to  installment  obligations)  no  gain  or 
loss  is  recognized  to  a  corporation  on  the 
distribution,  with  respect  to  its  stock,  of 
stock,  or  rights  to  acquire  its  stock,  or 
property  (regardless  of  the  fact  that 
such  property  may  have  appreciated  or 
depreciated  in  value  since  its  acquisition 
by  the  corporation) .  However,  the  pro¬ 
ceeds  of  the  sale  of  property  in  form 
made  by  a  shareholder  receiving  such 
property  in  kind  from  the  corporation 
may  be  imputed  to  the  corporation  if,  in 
fact,  the  corporation  made  the  sale. 
Moreover,  where  property  is  distributed 
by  a  corporation,  which  distribution  is 
in  effect  an  anticipatory  assignment  of 
income,  such  income  may  be  taxable  to 
the  corporation.  The  term  “distribu¬ 
tions  with  respect  to  its  stock”  includes 
distributions  made  in  redemption  of 
stock  (other  than  distributions  in  com¬ 
plete  or  partial  liquidations) .  See, 
however,  paragraph  (e)  for  distributions 
to  which  section  311  does  not  apply. 
For  the  rule  respecting  the  taxation  of  a 
corporation  making  a  distribution  of 
property  in  partial  or  complete  liquida¬ 
tion,  see  section  336. 

(b)  In  any  case  in  which  a  corpora¬ 
tion  distributes  with  respect  to  its  stock 
assets  which  have  been  part  of  an  inven¬ 
tory,  the  value  of  which  has  been  com¬ 
puted  for  income  tax  purposes  under  the 
method  provided  in  section  472  (relating 
to  last-in,  first-out  inventories),  such 
corporation  shall — 

(1)  Compute  the  amount  of  its  inven¬ 
tory  under  the  method  provided  in  sec¬ 
tion  4<2  immediately  prior  to  the  distri¬ 
bution  and  immediately  after  such  dis¬ 
tribution; 

(2)  Compute  the  difference  between 
the  two  amounts  described  in  '(1)  of  this 
paragraph; 

(3)  Compute  the  amount  of  its  inven¬ 
tory  under  the  method  authorized  by  sec¬ 
tion  471  (relating  to  general  rule  for 
inventories)  immediately  prior  to  the 
distribution  and  immediately  after  such 
distribution; 


(4)  Compute  the  difference  between 
the  two  amounts  determined  under  (3) 
of  this  paragraph. 

If  the  amount  computed  under  (4)  of 
this  paragraph  is  in  excess  of  the  amount 
computed  under  (2)  of  this  paragraph, 
then  such  excess  shall  be  included  in  the 
income  of  the  corporation  for  the  year 
in  which  such  distribution  occurs.  In 
any  case  in  which  a  corporation  dis¬ 
tributes  assets  which  have  been  a  part 
of  an  inventory  whose  value  has  been 
computed  for  income  tax  purposes  under 
the  method*  provided  in  section  472,  such 
corporation  shall  on  the  date  of  dis¬ 
tribution  record  a  specific  statement  of 
the  amount  of  its  inventory  under  each 
of  the  applicable  methods  for  use  in  the 
determination  of  the  amount  of  income 
includible  under  section  311. 

(c)  The  following  example  illustrates 
the  application  of  section  311  (b) : 

Example.  Corporation  R,  a  manufacturing 
corporation  inventorying  goods  under  the 
method  provided  in  section  472,  distributes 
200  units  of  its  inventory  assets  to  its  share¬ 
holders  on  November  15,  1955.  Immediately 
before  the  distribution,  the  corporation  held 
300  identical  inventory  units  at  the  following 
basis  determined  by  reference  to  the  value 
computed  by  using  the  LIFO  method  and  the 
value  computed  by  using  the  FIFO  method. 
In  the  order  of  acquisition: 


Number  of  units 

Basis 

LIFO 

Number  of  units 

Basis 

FIFO 

a.  100  . 

$1,000 

2,000 

1,000 

2,000 

100 . 

$4,000 

2,500 

2,500 

6,000 

b. 100  . 

50 . 

c.  50  . 

50 . 

d.  50 

100 . 

The  amount  includible  in  income  pursuant 
to  section  311  (b)  is  $4,000  computed  as 
follows: 


(1)  Inventory  before  distri¬ 

bution  under  FIFO 
method  (a,  b,  c  and 
d) _ $15,000 

(2)  Inventory  under  FIFO 

method  immediately 
after  distribution  (d)  _  6,  000 


(3)  Difference  (FIFO  basis  of  inven¬ 

tory  distributed) _ $9,000 

(4)  Inventory  before  distri¬ 

bution  under  LIFO 
method  (a,  b,  c  and 
d) . .  $6,000 

(5)  Inventory  under  LIFO 

method  immediately 

after  distribution  (a)  _  1,000 


(6)  Difference  (LIFO  basis  of'  in¬ 
ventory  distributed) _  5,  000 


(7)  Amount  includible  in  income 

under  section  311  (b) _  4,000 

(d)  Section  311  (c)  provides  in  gen¬ 
eral  for  the  inclusion  in  the  income  of  a 
corporation,  on  a  distribution  of  prop¬ 
erty  by  such  corporation  to  its  share¬ 
holders,  of  an  amount  equal  to  the  excess 
of  a  liability  over  the  basis  of  the  prop¬ 
erty  distributed.  Thus,  section  311  (c) 
applies  where  the  property  distributed  is 
subject  to  a  liability  or  where  the  share¬ 
holder  assumes  a  liability  of  the  corpo¬ 
ration  in  connection  with  the  distribu¬ 
tion.  For  example,  if  property  which  is 
a  capital  asset  having  an  adjusted  basis 
to  the  distributing  corporation  of  $100 
and  a  fair  market  value  of  $1,000  (but 


subject  to  a  liability  of  $900)  is  dis¬ 
tributed  to  a  shareholder,  such  distribu¬ 
tion  is  taxable  (as  long-term  or  short¬ 
term  gain,  as  the  case  may  be)  to  the 
corporation  to  the  extent  of  the  excess 
of  the  liability  ($900)  over  the  adjusted 
basis  ($100)  or  $800.  However,  if  in 
the  preceding  example  the  fair  market 
value  of  the  property  distributed  were 
$800,  the  amount  taxable  to  the  corpo¬ 
ration  is  limited  to  the  excess  of  the  fair 
market  value  of  the  property  ($800)  over 
its  adjusted  basis  ($100)  or  $700.  If  the 
property  subject  to  a  liability  were  not  a 
capital  asset  in  the  hands  of  the  distrib-  • 
uting  corporation,  the  gain  would  be 
taxable  as  gain  from  the  sale  of  a  non¬ 
capital  asset.  The  holding  period  of 
assets  so  distributed  shall  be  determined 
as  if  such  property  were  sold  on  the  date 
of  the  distribution. 

(e)  (1)  Section  311  is  limited  to  dis¬ 
tributions  which  are  made  by  reason  of 
the  corporation-stockholder  relation¬ 
ship.  Section  311  does  not  apply  to 
transactions  between  a  corporation  and 
a  shareholder  in  his  capacity  as  debtor, 
creditor,  employee,  or  vendee,  where  the 
fact  that  such  debtor,  creditor,  employee, 
or  vendee  is  a  shareholder  is  incidental  to 
the  transaction.  Thus,  if  the  corpora¬ 
tion  receives  its  own  stock  as  considera¬ 
tion  upon  the  sale  of  property  by  it,  or  in 
satisfaction  of  indebtedness  to  it,  the 
gain  or  loss  resulting  is  to  be  computed 
in  the  same  manner  as  though  the  pay-*' 
ment  had  been  made  in  any  other  prop¬ 
erty. 

(2)  The  following  examples  illustrate 
the  application  of  subparagraph  (1) ; 

Example  (I).  Corporation  A  has  a  claim 
against  Corporation  B  for  damages  for  loss 
of  profits  due  to  patent  infringement.  Cor¬ 
poration  B  satisfies  such  claim  by  surrender¬ 
ing  shares  of  the  stock  of  Corporation  A  to 
Corporation  A.  The  fair  market  value  of 
such  stock  is  includible  in  the  gross  income 
of  Corporation  A. 

Example  (2).  Corporation  C,  a  corporation 
engaged  in  the  manufacture  and  sale  of 
automobiles,  sells  an  automobile  to  indi¬ 
vidual  X,  and  receives  in  payment  therefor 
shares  of  the  stock  of  Corporation  C.  The 
transaction  will  be  treated  in  the  same  man¬ 
ner  as  if  an  amount  of  cash  equal  to  the 
fair  market  value  of  such  stock  had  been 
received  by  Corporation  C. 

§  1.312  Statutory  provision;  effect  on 
earnings  and  profits. 

Sec.  312.  Effect  on  earnings  and  profits— - 
(a)  General  rule.  Except  as  otherwise  pro¬ 
vided  in  this  section,  on  the  distribution  of 
property  by  a  corporation  with  respect  to  its 
stock,  the  earnings  and  profits  of  the  cor¬ 
poration  (to  the  extent  thereof)  shall  be  de¬ 
creased  by  the  sum  of — 

(1)  The  amount  of  money, 

(2)  The  principal  amount  of  the  obliga¬ 
tions  of  such  corporation,  and 

(3)  The  adjusted  basis  of  the  other  prop¬ 
erty, 

so  distributed. 

(b)  Certain  inventory  assets — (1)  In  gen¬ 
eral.  On  the  distribution  by  a  corporation, 
with  respect  to  its  stock,  of  inventory  assets 
(as  defined  in  paragraph  (2)  (A))  the  fair 
market  value  of  which  exceeds  the  adjusted 
basis  thereof,  the  earnings  and  profits  of 
the  corporation —  • 

(A)  Shall  be  increased  by  the  amount  of 
such  excess;  and 

(B)  Shall  be  decreased  by  whichever  of 
the  following  is  the  lesser: 
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(1)  The  fair  market  value  "of  the  inven¬ 
tory  assets  distributed,  or 

(11)  The  earnings  and  profits  (as  increased 
Under  subparagraph  (A)). 

(2)  Definitions — (A)  Inventory  assets. 
For  purposes  of  paragraph  ( 1 ) ,  the  term  “in¬ 
ventory  assets”  means — 

(1)  Stock  in  trade  of  the  corporation,  or 
other  property  of  a  kind  which  would  prop¬ 
erly  be  Included  in  the  inventory  of  the  cor¬ 
poration  if  on  hand  at  the  close  of  the  tax¬ 
able  year; 

(il)  Property  held  by  the  corporation  pri¬ 
marily  for  sale  to  customers  in  the  ordinary 
course  of  its  trade  or  business;  and 

(ill)  Unrealized  receivables  or  fees,  except 
receivables  from  sales  or  exchanges  of  assets 
other  than  assets  described  in  this  subpara¬ 
graph. 

(B)  Unrealized  receivables  or  fees.  For 
purposes  of  subparagraph  (A)  (ill) ,  the  term 
"unrealized  receivables  or  fees”  means,  to  the 
extent  not  previously  Includible  in  Income 
under  the  method  of  accounting  used  by  the 
corporation,  any  rights  (contractual  or  other¬ 
wise)  to  payment  for — 

(i)  Goods  delivered,  or  to  be  delivered,  to 
the  extent  that  the  proceeds  therefrom  would 
be  treated  as  amounts  received  from  the  sale 
or  exchange  of  property  other  than  a  capital 
asset,  or 

(il)  Services  rendered  or  to  be  rendered. 

(c)  Adjustments  for  liabilities,  etc.  In 
making  the  adjustments  to  the  earnings  and 
profits  of  a  corporation  under  subsection  (a) 
or  (b)7  proper  adjustment  shall  be  made 
for — 

(1)  The  amount  of  any  liability  to  which 
the  property  distributed  is  subject. 

(2)  The  amount  of  any  liability  of  the 
corporation  assumed  by  a  shareholder  In 
connection  with  the  distribution,  and 

(3)  Any  gain  to  the  corporation  recognized 
under  subsection  (b)  or  (c)  of  section  311. 

(d)  Certain  distributions  of  stock  and 
securities — (1)  In  general.  The  distribution 
to  a  distributee  by  or  on  behalf  of  a  cor¬ 
poration  of  its  stock  or  securities,  of  stock 
or  securities  in  another  corporation,  or  of 
property,  in  a  distribution  to  which  this  Code 
applies,  shall  not  be  considered  a  distribution 
of  the  earnings  and  profits  of  any  corpora¬ 
tion — 

(A)  If  no  gain  to  such  distributee  from  the 
receipt  of  such  stock  or  securities,  or  prop¬ 
erty,  was  recognized  under  this  Code,  or 

(B)  If  the  distribution  was  not  subject 
to  tax  in  the  hands  of  such  distributee  by 
reason  of  section  305  (a) . 

(2)  Prior  distributions.  In  the  case  of  a 
distribution  of  stock  or  securities,  or  prop¬ 
erty,  to  which  section  115  (h)  of  the  Internal 
Revenue  Code  of  1939  (or  the  corresponding 
provision  of  prior  law)  applied,  the  effect 
on  earnings  and  profits  of  such  distribution 
shall  be  determined  under  such  section  115 
(h),  or  the  corresponding  provision  of  prior 
law,  as  the  case  may  be. 

(3)  Stock  or  securities.  For  purposes  of 
this  subsection,  the  term  “stock  or  securities” 
includes  rights  to  acquire  stock  or  securities. 

(e)  Special  rule  for  partial  liquidations 
and  certain  redemptions.  In  the  case  of 
amounts  distributed  in  partial  liquidation 
(whether  before,  on,  or  after  June  22,  1954) 
or  in  a  redemption  to  which  section  302  (a) 
or  303  applies,  the  part  of  such  distribution 
which  is  properly  chargeable  to  capital 
account  shall  not  be  treated  as  a  distribu¬ 
tion  of  earnings  and  profits. 

(f)  Effect  on  earnings  and  profits  of  gain 
or  loss  and  of  receipt  of  tax-free  distribu¬ 
tions — (1)  Effect  on  earnings  and  profits  of 
gain  or  loss.  The  gain  or  loss  realized  from 
the  sale  or  other  disposition  (after  February 
28,  1913)  of  property  by  a  corporation — 

(A)  For  the  purpose  of  the  computation 
of  the  earnings  and  profits  of  the.  corpora¬ 
tion,  shall  (except  as  provided  in  subpara¬ 
graph  (B ) )  be  determined  by  using  as  the 
adjusted  basis  the  adjusted  basis  (under  the 


law  applicable  to  the  year  in  which  the  sale 
or  other  disposition  was  made)  for  deter¬ 
mining  gain,  except  that  no  regard  shall  be 
had  to  the  value  of  the  property  as  of  March 
1,  1913;  but 

(B)  For  purposes  of  the  computation  of 
'the  earnings  and  profits  of  the  corporation 
for  any  period  beginning  after  February  28, 
1913,  shall  be  determined  by  using  as  the 
adjusted  basis  the  adjusted  basis  (under  the 
law  applicable  to  the  year  in  which  the  sale 
or  other  disposition  was  made)  for  deter¬ 
mining  gaih. 

Gain  or  loss  so  realized  shall  increase  or 
decrease  the  earnings  and  profits  to,  but  not 
beyond,  the  extent  to  which  such  a  realized 
gain  or  loss  was  recognized  in  computing 
taxable  income  under  the  law  applicable  to 
the  year  in  which  such  sale  or  disposition 
was  made.  Where,  in  determining  the  ad¬ 
justed  basis  used  in  computing  such  realized 
gain  or  loss,  the  adjustment  to  the  basis 
differs  from  the  adjustment  proper  for  the 
purpose  of  determining  earnings  and  profits, 
then  the  latter  adjustment  shall  be  used 
in  determining  the  increase  or  decrease 
above  provided.  For  purposes  of  this  sub¬ 
section,  a  loss  with  respect  to  which  a  de¬ 
duction  is  disallowed  under  section  1091 
(relating  to  wash  sales  of  stock  or  securi¬ 
ties)  ,  or  the  corresponding  provision  of  prior 
law,  shall  not  be  deemed  to  be  recognized. 

(2)  Effect  on  earnings  and  profits  of  re¬ 
ceipt  of  tax-free  distributions.  Where  a  cor¬ 
poration  receives  (after  February  28,  1913)  a 
distribution  from  a  second  corporation  which 
(under  the  law  applicable  to  the  year  in 
which  the  distribution  was  made)  was  not 
a  taxable  dividend  to  the  shareholders  of  the 
second  corporation,  the  amount  of  such  dis¬ 
tribution  shall  not  increase  the  earnings  and 
profits  of  the  first  corporation  in  the  follow¬ 
ing  cases: 

(A)  No  such  increase  shall  be  made  in 
respect  of  the  part  of  such  distribution  which 
(under  such  law)  is  directly  applied  in  re¬ 
duction  of  the  basis  of  the  stock  in  respect  of 
which  the  distribution  was  made;  and 

(B)  No  such  increase  shall  be  made  if_ 
(under  such  law)  the  distribution  causes  the  * 
basis  of  the  stock  in  respect  of  which  the 
distribution  was  made  to  be  allocated  be¬ 
tween  such  stock  and  the  property  received 
(or  such  basis  would,  but  for  section  307  (b), 
be  so  allocated). 

(g)  Earnings  and  profits — increase  in-value 

accrued  before  March  1,  1913.  (1)  If  any 

increase  or  decrease  in  the  earnings  and 
profits  for  any  period  beginning  after  Feb¬ 
ruary  28,  1913,  with  respect  to  any  matter 
would  be  different  had  the  adjusted  basis  of 
the  property  involved  been  determined  with¬ 
out  regard  to  its  March  1,  1913,  value,  then, 
except  as  provided  in  paragraph  (2),  an  in¬ 
crease  (properly  reflecting  such  difference) 
shall  be  made  in  that  part  of  the  earnings 
and  profits  consisting  of  increase  in  value 
of  property  accrued  before  March  1,  1913. 

(2)  If  the  application  of  subsection  (f) 
to  a  sale  or  other  disposition  after  February 
28,  1913*  results  in  a  loss  which  is  to  be 
applied  in  decrease  of  earnings  and  profits 
for  any  period  beginning  after  February  28, 
1913,  then,  notwithstanding  subsection  (f) 
and  in  lieu  of  the  rule  provided  in  paragraph 
(1)  of  this  subsection,  the  amount  of  such 
loss  so  to  be  applied  shall  be  reduced  by 
the  amount,  if  any,  by  which  the  adjusted 
basis  of  the  property  used  in  determining 
the  loss  exceeds  the  adjusted  basis  computed 
without  regard  to  the  value  of  the  property 
on  March  1,  1913,  and  if  such  amount  so 
applied  in  reduction  of  the  decrease  exceeds 
such  loss,  the  excess  over  such  loss  shall 
increase  that  part  of  the  earnings  and  profits 
consisting  of  increase  in  value  of  property 
accrued  before  March  1,  1913. 

(h)  Earnings  and  profits  of  personal  serv¬ 
ice  corporations.  In  the  case  of  a  personal 
service  corporation  subject  for  any  taxable 
year  to  supplement  S  of  the  Internal  Rev¬ 


enue  Code  of  1939,  an  amount  equal  to  the 
undistributed  supplement  S  net  income  of 
the  personal  service  corporation  for  its  tax¬ 
able  year  shall  be  considered  as  paid  in  as 
of  the  close  of  such  taxable  year  as  paid-in 
surplus  or  as  a  contribution  to  capital,  and 
the  accumulated  earnings  and  profits  as  of 
the  close  of  such  taxable  year  shall  be  cor¬ 
respondingly  reduced,  if  such  amount  or 
any  portion  thereof  is  required  to  be  in¬ 
cluded  as  a  dividend  in  the  gross  income 
of  the  shareholders. 

(1)  Allocation  in  certain  corporate  separa¬ 
tions.  In  the  case  of  a  distribution  or  ex¬ 
change  to  which  section  355  (or  so  much  of 
section  356  as  relates  to  section  355)  ap¬ 
plies,  proper  allocation  with  respect  to  the 
earnings  and  profits  of  the  distributing  cor¬ 
poration  and  the  controlled  corporation  (or 
corporations)  shall  be  made  under  regula¬ 
tions  prescribed  by  the  Secretary  or  his 
delegate. 

(j)  Distribution  of  proceeds  of  loan  in¬ 
sured  by  the  United  States — (1)  In  general. 
If  a  corporation  distributes  property  with 
respect  to  its  stock,  and  if,  at  the  time  of 
the  distribution — 

(A)  There  is  outstanding  a  loan  to  such 
corporation  which  was  made,  guaranteed,  or 
insured  by  the  United  States  (or  by  any 
agency  or  instrumentality  thereof),  and 

(B)  The  amount  of  such  loan  so  outstand¬ 
ing  exceeds  the  adjusted  basis  of  the  property 
constituting  security  for  such  loan, 

then  the  earnings  and  profits  of  the  corpo¬ 
ration  shall  be  increased  by  the  amount  of 
such  excess  and  (immediately  after  the  dis¬ 
tribution)  shall  be  decreased  by  the  amount 
of  such  excess.  For  purposes  of  subpara¬ 
graph  (B)  of  the  preceding  sentence,  the 
adjusted  basis  of  the  property  at  the  time 
of  distribution  shall  be  determined  without 
regard  to  any  adjustment  under  section 
1016  (a)  (2)  (relating  to  adjustment  for 
depreciation,  etc.).  For  purposes  of  this 
paragraph,  a  commitment  to  make,  guaran¬ 
tee.  or  insure  a  loan  shall  be  treated  as  the 
making,  guaranteeing,  or  insuring  of  a  loan. 

(2)  Effective  date.  Paragraph  (1)  shall 
apply  only  with  respect  to  distributions  made 
on  or  after  June  22,  1954. 

§  1.312-1  Adjustment  to  earnings 
and  profits  reflecting  distributions  by 
corporations,  (a)  In  general,  on  the 
distribution  of  property  by  a  corporation 
with  respect  to  its  stock,  its  earnings  and 
profits  (to  the  extent  thereof)  shall  be 
decreased  by — 

(1)  The  amount  of  money, 

(2)  The  principal  amount  of  the  ob¬ 
ligations  of  such  corporation  issued  in 
such  distribution,  and 

(3)  The  adjusted  basis  of  other 
property. 

For  special  rule  with  respect  to  distribu¬ 
tions  to  which  section  312  (e)  applies, 
see  §  1.312-5. 

(b)  The  adjustment  provided  in  sec¬ 
tion  312  (a)  (3)  and  (a)  (3)  of  this  sec¬ 
tion  with  respect  to. a  distribution  of 
property  (other  than  money  or  its  own 
obligations)  shall  be  made  notwith¬ 
standing  the  fact  that  such  property  has 
appreciated  or  depreciated  in  value  since 
acquisition. 

(c)  The  application  of  paragraphs  (a)’ 
and  (b)  of  this  section  may  be  illustrated 
by  the  following  examples: 

Example  ( 1 ).  Corporation  A  distributes 
to  its  sole  shareholder  property  with  a  value 
of  $10,000  and  a  basis  of  $5,000.  It  has 
$12,500  in  earnings  and  profits.  The  reduc¬ 
tion  in  earnings  and  profits  by  reason  of 
such  distribution  is  $5,000.  Such  is  the  re¬ 
duction  even  though  the  amount  of  $10,000 
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Is  includible  in  the  income  of  the  share¬ 
holder  (other  than  a  corporation)  as  a 
dividend. 

Example  (2).  The  facts  are  the  same  as 
In  example  (1)  above  except  that  the  prop¬ 
erty  has  a  basis  of  $15,000  and  the  earnings 
and  profits  of  the  corporation  are  $20,000. 
The  reduction  in  earnings  and  profits  is 
$15,000.  Such  is  the  reduction  even  though 
only  the  amount  of  $10,000  is  includible  in 
the  income  of  the  shareholder  as  a  dividend. 

(d)  In  the  case  of  a  distribution  of 
stock  or  rights  to  acquire  stock  a  por¬ 
tion  of  which  is  includible  in  income  by 
reason  of  section  305  (b),  the  earnings 
and  profits  shall  be  reduced  by  the  fair 
market  value  of  such  portion.  No  re¬ 
duction  shall  be  made  if  a  distribution 
of  stock  or  rights  to  acquire  stock  is  not 
includible  in  income  under  the  provi¬ 
sions  of  section  305. 

(e)  No  adjustment  shall  be  made  in 
the  amount  of  the  earnings  and  profits  of 
the  issuing  corporation  upon  a  disposi¬ 
tion  of  section  306  stock  unless  such  dis¬ 
position  is  a  redemption. 

§  1.312-2  Distribution  of  inventory 
assets.  Section  312  (b)  provides  for  the 
increase  and  the  decrease  of  the  earn¬ 
ings  and  profits  of  a  corporation  which 
distributes  with  respect  to  its  stock,  in¬ 
ventory  assets  as  defined  in  section  312 

(b)  (2),  where  the  fair  market  value  of 
such  assets  exceeds  their  adjusted  basis. 
The  rules  provided  in  section  312  (b)  (re¬ 
lating  to  distributions  of  certain  inven¬ 
tory  assets)  shall  be  applicable  without 
regard  to  the  method  used  in  computing 
inventories  for  the  purpose  of  the  com¬ 
putation  of  taxable  income.  Section  312 
(b)  does  not  apply  to  distributions  de¬ 
scribed  in  section  312  (e). 

§  1.312-3  Liabilities.  The  amount  of 
any  reductions  in  earnings  and  profits 
described  in  section  312  (a)  or  (b)  shall 
be  Ca)  reduced  by  the  amount  of  any 
liability  to  which  the  property  distribu¬ 
ted  was  subject  and  by  the  amount  of 
any  other  liability  of  the  corporation 
assumed  by  the  shareholder  in  connec¬ 
tion  with  such  distribution,  and  (b)  in¬ 
creased  by  the  amount  of  gain  recog¬ 
nized  to  the  corporation  under  section 
311  (b)  or  (c). 

§  1.312-4  Examples  of  adjustments 
provided  in  section  312  (c).  The  ad¬ 
justments  provided  in  section  312  (c) 
n  ay  be  illustrated  by  the  following 
examples : 

Example  (1) .  On  December  2,  1954,  Corpo¬ 
ration  X  distributed  to  its  sole  shareholder, 
A,  an  individual,  as  a  dividend  in  kind  a 
vacant  lot  which  was  not  an  inventory  asset. 
On  that  date,  the  lot  had  a  fair  market  value 
of  $5,000  and  was  subject  to  a  mortgage  of 
$2,000.  The  adjusted  basis  of  the  lot  was 
$3,100.  The  amount  of  the  earnings  and 
profits  was  $10,000.  The  amount  of  the  divi¬ 
dend  received  by  A  is  $3,000  ($5,000,  the  fair 
market  value,  less  $2,000,  the  amount  of 
the  mortgage)  and  the  reduction  in  the 
earnings  and  profits  of  Corporation  X  is 
$1,100  ($3,100,  the  basis,  less  $2,000,  the 
amount  of  mortgage). 

Example  (2).  The  facts  are  the  same  as 
In  example  ( 1 )  above  with  the  exception  that 
the  amount  of  the  mortgage  to  which  the 
property  was  subject  was  $4,000.  The 
amount  of  the  dividend  received  by  A  is 
$1,000,  and  there  is  no  reduction  in  the  earn¬ 
ings  and  profits  of  the  corporation  as  a  re¬ 
sult  of  the  distribution  (disregarding  such 


reduction  as  may  result  from  an  increase  in 
tax  to  Corporation  X  because  of  gain  result¬ 
ing  from  the  distribution).  There  is  a  gain 
of  $900  recognized  to  Corporation  X,  the  dif¬ 
ference  between  the  basis  of  the  property 
($3,100)  and  the  amount  of  the  mortgage 
($4,000),  under  section  311  (c)  and  an  in¬ 
crease  in  earnings  and  profits  of  $900. 

Example  (3).  Corporation  A,  having  ac¬ 
cumulated  earnings  and  profits  of  $100,000, 
distributed  in  kind  to  its  shareholders,  not 
in  liquidation,  inventory  assets  which  had  a 
basis  to  it  on  the  “Life”  method  (section 
472)  of  $46,000  and  on  the  basis  of  cost  or 
market  (section  471)  of  $50,000.  The  inven¬ 
tory  had  a  fair  market  value  of  $55,000  and 
was  subject  to  a  liability  of  $35,000.  This 
distribution  results  in  a  net  decrease  in  earn¬ 
ings  and  profits  of  Corporation  A  of  $11,000, 
(without  regard  to  any  tax  on  Corporation 
A)  computed  as  follows: 


“Fifo”  basis  of  inventory _ $50,  000 

Less:  “Lifo”  basis  of  inven¬ 
tory  _  46, 000 


Gain  recognized — addition  to  earn¬ 
ings  and  profits  (section  311  (b))_  $4,000 
Adjustment  to  earnings  and 
-  profits  required  by  sec¬ 
tion  312  (b)  (1)  (A) : 

Fair  market  value  of  in¬ 
ventory  _ $55,  000 

Less:  “Lifo”  basis  plus  ad¬ 
justment  under  section 

311  (b) .  50,000 

-  5, 000 

Total  increase  in  earnings  and 

profits  _  9, 000 

Decrease  in  earnings  and 
profits — under  section  312 

(b)  (1)  (B)  (i) _ $55,000 

Less :  Liability  assumed _  35,  000 

Net  amount  of  distribution  (de¬ 
crease  in  earnings) _  20,000 

Net  decrease  in  earnings  and 
profits  _ 11,  000 

§  1.312-5  Special  rule  for  partial 
liquidations  and  certain  redemptions. 
The  part  of  the  distribution  properly 
chargeable  to  capital  account  within  the 
provisions  of  section  312  (e)  shall  not  be 
considered  a  distribution  of  earnings 
and  profits  within  the  meaning  of  sec¬ 
tion  301  for  the  purpose  of  determining 
taxability  of  subsequent  distributions  by 
the  corporation. 

§  1.312-6  Earnings  and  profits,  (a) 
In  determining  the  amount  of  earnings 
and  profits  (whether  of  the  taxable  year, 
or  accumulated  since  February  28,  1913, 
or  accumulated  before  March  1,  1913) 
due  consideration  must  be  given  to  the 
facts,  and,  while  mere  bookkeeping  en¬ 
tries  increasing  or  decreasing  surplus 
will  not  be  conclusive,  the  amount  of  the 
earnings  and  profits  in  any  case  will  be 
dependent  upon  the  method  of  account¬ 
ing  properly  employed  in  computing  tax¬ 
able  income  (or  net  income,  as  the  case 
may  be).  For  instance,  a  corporation 
keeping  its  books  and  filing  its  income 
tax  returns  under  subchapter  E  on  the 
cash  receipts  and  disbursements  basis 
may  not  use  the  accrual  basis  in  deter¬ 
mining  earnings  and  profits;  a  corpora¬ 
tion  computing  income  on  the  install¬ 
ment  basis  as  provided  in  section  453 
shall,  with  respect  to  the  installment 
transactions,  compute  earnings  and 
profits  on  such  basis;  and  an  insurance 
company  subject  to  taxation  under  sec¬ 
tion  831  shall  exclude  from  earnings  and 


profits  that  portion  of  any  premium 
which  is  unearned  under  the  provisions 
of  section  832  (b)  (4)  and  which  is  segre¬ 
gated  accordingly  in  the  unearned  pre¬ 
mium  reserve. 

(b)  Among  the  items  entering  into  the 
computation  of  corporate  earnings  and 
profits  for  a  particular  period  are  all  in¬ 
come  exempted  by  statute,  income  not 
taxable  by  the  Federal  Government  un¬ 
der  the  Constitution,  as  well  as  all  items 
includible  in  gross  income  under  section 
61  or  corresponding  provisions  of  prior 
revenue  acts.  Gains  and  losses  within 
the  purview  of  section  1002  or  corre¬ 
sponding  provisions  of  prior  revenue  acts 
are  brought  into  the  earnings  and  profits 
at  the  time  and  to  the  extent  such  gains 
and  losses  are  recognized  under  that 
section.  Interest  on  State  bonds  and 
certain  other  obligations,  although  not 
taxable  when  received  by  a  corporation, 
is  taxable  to  the  same  extent  as  other 
dividends  when  distributed  to  share¬ 
holders  in  the  form  of  dividends. 

(c)  (1)  In  the  case  of  a  corporation 
in  which  depletion  or  depreciation  is  a 
factor  in  the  determination  of  income, 
the  only  depletion  or  depreciation  de¬ 
ductions  to  be  considered  in  the  compu¬ 
tation  of  the  total  earnings  and  profits 
are  those  based  on  cost  or  other  basis 
without  regard  to  March  1,  1913,  value. 
In  computing  the  earnings  and  profits 
for  any  period  beginning  after  February 
28,  1913,  the  only  depletion  or  deprecia¬ 
tion  deductions  to  be  considered  are 
those  based  on  (i)  cost  or  other  basis, 
if  the  depletable  or  depreciable  asset  was 
acquired  subsequent  to  February  28, 
1913,  or  (ii)  adjusted  cost  or  March  1, 
1913,  value,  whichever  is  higher,  if  ac¬ 
quired  before  March  1,  1913.  Thus,  dis¬ 
covery  or  percentage  depletion  under  all 
revenue  acts  for  mines  and  oil  and  gas 
wells  is  not  to  be  taken  into  considera¬ 
tion  in  computing  the  earnings  and 
profits  of  a  corporation.  Similarly, 
where  the  basis  of  property  in  the  hands 
of  a  corporation  is  a  substituted  basis,' 
such  basis,  and  not  the  fair  market  value 
of  the  property  at  the  time  of  the  acqui¬ 
sition  by  the  corporation,  is  the  basis  for 
computing  depletion  and  depreciation 
for  the  purpose  of  determining  earnings 
and  profits  of  the  corporation. 

(2)  The  application  of  subparagraph 
(1)  of  this  paragraph  may  be  illustrated 
by  the  following  example: 

Example.  Oil  producing  property  which  A 
had  acquired  in  1949  at  a  cost  of  $28,000  was 
transferred  to  Corporation  Y  in  December 
1951,  in  exchange  for  all  of  its  capital  stock. 
The  fair  market  value  of  the  stock  and  of  the 
property  as  of  the  date  of  the  transfer  was 
$247,000.  Corporation  Y,  after  four  years’ 
operation,  effected  in  1955  a  cash  distribu¬ 
tion  to  A  in  the  amount  of  $165,000.  In 
determining  the  extent  to  which  the  earn¬ 
ings  and  profits  of  Corporation  Y  available 
for  dividend  distributions  have  been  in¬ 
creased  as  the  result  of  production  and  sale 
of  oil,  the  depletion  to  be  taken  into  account 
is  to  be  computed  upon  the  basis  of  $28,000 
established  in  the  nontaxable  exchange  in 
1951  regardless  of  the  fair  market  value  of 
the  property  or  of  the  stock  Issued  in 
exchange  therefor.. 

(d)  A  loss  sustained  for  a  year  before 
the  taxable  year  does  not  affect  the  earn¬ 
ings  and  profits  of  the  taxable  year. 


8890 


RULES  AND  REGULATIONS 


However,  in  determining  the  earnings 
and  profits  accumulated  since  February 
28, 1913,  the  excess  of  a  loss  sustained  for 
a  year  subsequent  to  February  28,  1913, 
over  the  undistributed  earnings  and 
profits  accumulated  since  February  28, 
1913,  and  before  the  year  for  which  the 
loss  was  sustained,  reduces  surplus  as  of 
March  1,  1913,  to  the  extent  of  such 
excess.  If  the  surplus  as  of  March  1, 
1913,  was  sufficient  to  absorb  such  excess, 
distributions  to  shareholders  after  the 
year  of  the  loss  are  out  of  earnings  and 
profits  accumulated  since  the  year  of  the 
loss  to  the  extent  of  such  earnings. 

(e)  With  respect  to  the  effect  on  the 
earnings  and  profits  accumulated  since 
February  28,  1913,  of  distributions  made 
on  or  after  January  1,  1916,  and  before 
August  6,  1917,  out  of  earnings  or  profits 
accumulated  before  March  1, 1913,  which 
distributions  were  specifically  declared  to 
be  out  of  earnings  and  profits  accumu¬ 
lated  before  March  1,  1913,  see  section 
31  (b)  of  the  Revenue  Act  of  1916,  as 
amended  by  section  1211  of  the  Revenue 
Act  of  1917. 

§1.312-7  Effect  on  earnings  and  “prof¬ 
its  of  gain  or  loss  realized  after  February 
28,  1913.  (a)  In  order  to  determine  the 

effect  on  earnings  and  profits  of  gain  or 
loss  realized  from  the  sale  or  other  dis¬ 
position  (after  February  28,  1913)  of 
property  by  a  corporation,  section  312 
(f)  (1)  prescribed  certain  rules  for — 

(1)  The  computation  of  the  total 
earnings  and  profits  of  the  corporation 
of  most  frequent  application  in  deter¬ 
mining  invested  capital;  and 

(2)  The  computation  of  earnings  and 
profits  of  the  corporation  for  any  period 
beginning  after  February  28,  1913,  of 
most  frequent  application  in  determin¬ 
ing  the  source  of  dividend  distributions. 

Such  rules  are  applicable  whenever  un¬ 
der  any  provision  of  this  subtitle  it  is 
necessary  to  compute  either  the  total 
earnings  and  profits  of  the  corporation 
or  the  earnings  and  profits  for  any  pe¬ 
riod  beginning  after  February  28,  1913. 
For  example,  since  the  earnings  and 
profits  accumulated  after  February  28, 
1913,  or  the  earnings  and  profits  of  the 
taxable  year,  are  earnings  and  profits  for 
a  period  beginning  after  February  28, 
1913,  the  determination  of  either  must 
be  in  accordance  with  the  rules  herein 
prescribed  for  the  ascertainment  of  earn¬ 
ings  and  profits  for  any  period  begin¬ 
ning  after  February  28,  1913.  Under 
subparagraph  (1)  of  this  paragraph, 
such  gain  or  loss  is  determined  by  using 
the  adjusted  basis  (under  the  law  ap¬ 
plicable  to  the  year  in  which  the  sale  or 
other  disposition  was  made)  for  deter¬ 
mining  gain,  but  disregarding  value  as 
of  March  1,  1913.  Under  subparagraph 
(2)  .of  this  paragraph,  there  is  used  such 
adjusted  basis  for  determining  gain,  giv¬ 
ing  effect  to  the  value  as  of  March  1, 
1913,  whenever  applicable.  In  both 
cases  the  rules  are  the  same  as  those 
governing  depreciation  and  depletion  in 
computing  earnings  and  profits  (see 
§1.312-6).  Under  both  subparagraphs 
(1)  and  (2)  of  this  paragraph,  the  ad¬ 
justed  basis  is  subject  to  the  limitations 
of  the  third  sentence  of  section  312  (f) 
(1)  requiring  the  use  of  adjustments 
proper  in  determining  earnings  and  prof¬ 


its.  The  proper  adjustments  may  differ 
under  (A)  and  (B)  of  the  first  sentence 
of  section  312  (f)  (1)  depending  upon 
the  basis  to  which  the  adjustments  are 
to  be  made.  If  the  application  of  (B) 
of  the  first  sentence  of  section  312  (f) 
(1)  results  in  a  loss  and  if  the  applica¬ 
tion  of  (A)  of  such  sentence  to  the  same 
transaction  reaches  a  different  result, 
then  the  loss  under  (B)  of  such  first  sen¬ 
tence  will  be  subject  to  the  adjustment 
thereto  required  by  section  312  (g)  (2). 
(See  §  1.312-9). 

(b)  (1)  The  gain  or  loss  so  realized  in¬ 
creases  or  decreases  die  earnings  and 
profits  to,  but  not  beyond,  the  extent  to 
which  such  gain  or  loss  wTas  recognized  in 
computing  taxable  income  (or  net  in¬ 
come,  as  the  case  may  be)  under  the  law 
applicable  to  the  year  in  which  such  sale 
or  disposition  was  made.  As  used  in 
this  paragraph,  the  term  “recognized” 
has  reference  to  that  kind  of  realized 
gain  or  loss  which  is  recognized  for  in¬ 
come  tax  purposes  by  the  statute  appli¬ 
cable  to  the  year  in  which  the  gain  or 
loss  was  realized.  For  example,  see  sec¬ 
tion  356.  A  loss  (other  than  a  wash  sale 
loss  with  respect  to  which  a  deduction  is 
disallowed  under  the  provisions  of  sec¬ 
tion  1091  or  corresponding  provisions  of 
prior  revenue  laws)  may  be  recognized 
though  not  allowed  as  a  deduction  (by 
reason,  for  example,  of  the  operation  of 
sections  267  and  1211  and  corresponding 
provisions  of  prior  revenue  laws)  but  the 
mere  fact  that  it  is  not  allowed  does  not 
prevent  decrease  in  earnings  and  profits 
by  the  amount  of  such  disallowed  loss. 
Wash  sale  losses,  however,  disallowed 
under  section  1091  and  corresponding 
provisions  of  prior  revenue  laws,  are 
deemed  nonrecognized  losses  and  do  not 
reduce  earnings  or  profits.  The  “recog¬ 
nized”  gain  or  loss  for  the  purpose  of 
computing  earnings  and  profits  is  deter¬ 
mined  by  applying  the  recognition  provi¬ 
sions  to  the  realized  gain  or  loss  com¬ 
puted  under  the  provisions  of  section  312 
(f)  (1)  as  distinguished  from  the  real¬ 
ized  gain  or  loss  used  in  computing  tax¬ 
able  income  (or  net  income,  as  the  case 
may  be) . 

(2)  The  application  of  subparagraph 
(1)  of  this  paragraph  may  be  illustrated 
by  the  following  examples: 

Example  (1).  Corporation  X  on  January 
1,  1952,  owned  stock  in  Corporation  Y  which 
it  had  acquired  from  Corporation  Y  in  De¬ 
cember  1951,  in  an  exchange  transaction  in 
which  no  gain  or  loss  was  recognized.  The 
adjusted  basis  to  Corporation  X  of  the  prop¬ 
erty  exchanged  by  it  for  the  stock  in  Cor¬ 
poration  Y  was  $30,000.  The  fair  market 
value  of  the  stock  in  Corporation  Y  when 
received  by  Corporation  X  was  $930,000.  On 
April  9,  1955,  Corporation  X  made  a  cash 
distribution  of  $900,000  and,  except  for  the 
possible  effect  of  the  transaction  in  1951,  had 
no  earnings  or  profits  accumulated  after 
February  28,  1913,  and  had  no  earnings  or 
profits  for  the  taxable  year.  The  amount  of 
$900,000  representing  the  excess  of  the  fair 
market  value  of  the  stock  of  Corporation  Y 
over  the  adjusted  basis  of  the  property  ex¬ 
changed  therefor  was  not  recognized  gain 
to  Corporation  X  under  the  provisions  of 
section  112  of  the  Internal  Revenue  Code  of 
1939.  Accordingly,  the  earnings  and  profits 
of  Corporation  X  are  not  increased  by  $900,- 
000,  the  amount  of  the  gain  realized  but  not 
recognized  in  the  exchange,  and  the  distribu¬ 
tion  was  not  a  taxable  dividend.  The  basis 


in  the  hands  of  Corporation  Y  of  the  prop, 
erty  acquired  by  it  from  Corporation  x  ig 
$30,000.  If  such  property  is  thereafter  sold 
by  Corporation  Y,  gain  or  loss  will  be  com¬ 
puted  on  such  basis  of  $30,000,  and  earning, 
and  profits  will  be  increased  or  decreased 
accordingly. 

Example  (2).  On  January  2,  1910,  Corpo¬ 
ration  M  acquired  nondepreciable  property 
at  a  cost  of  $1,000.  On  March  1,  1913,  the 
fair  market  value  of  such  property  in  the 
hands  of  Corporation  M  was  $2,200.  On  De¬ 
cember  31,  1952,  Corporation  M  transfers 
such  property  to  Corporation  N  in  exchange 
for  $1,900  in  cash  and  all  Corporation  N’g 
stock,  which  has  a  fair  market  value  at 
$1,100.  For  the  purpose  of  computing  the 
total  earnings  and  profits  of  Corporation  M, 
the  gain  on  such  transaction  is  $2,000  (the 
sum  of  $1,900  in  cash  and  stock  worth  $1,100 
minus  $1,000,  the  adjusted  basis  for  com¬ 
puting  gain,  determined  without  regard  to 
March  1,  1913,  value) ,  $1,900  of  which  is  rec¬ 
ognized  under  section  356,  since  this  was 
the  amount  of  money  received,  although  for 
the  purpose  of  computing  net  income  the 
gain  is  only  $800  (the  stun  of  $1,900  in  cash 
and  stock  worth  $1,100,  minus  $2,200,  the 
adjusted  basis  for  computing  gain  deter¬ 
mined  by  giving  effect  to  March  1,  1913, 
value).  Such  earnings  and  profits  will 
therefore  be  increased  by  $1,900.  In  com¬ 
puting  the  earnings  and  profits  of  Corpora¬ 
tion  M  for  any  period  beginning  after  Feb¬ 
ruary  28,  1913,  however,  the  gain  arising  from 
the  transaction,  like  the  taxable  gain,  is  only 
$800,  all  of  which  is  recognized  under  section 
112  (c)  of  the  Internal  Revenue  Code  of 
1939,  the  money  received  being  in  excess  of 
such  amount.  Such  earnings  and  profits  will 
therefore  be  increased  by  only  $800  as  a  re¬ 
sult  of  the  transaction.  For  increase  in  that 
part  of  the  earnings  and  profits  consisting 
of  increase  in  value  of  property  accrued  be¬ 
fore,  but  realized  on  or  after  March  1,  1913, 
see  §  1.312-9. 

Example  (3).  On  July  31,  1955,  Corpo¬ 
ration  R  owned  oil-producing  property  ac¬ 
quired  after  February  28,  1913,  at  a  cost  of 
$200,000,  but  having  an  adjusted  basis  (by 
reason  of  taking  percentage  depletion)  of 
$100,000  for  determining  gain.  However,  the 
adjusted  basis  of  such  property  to  be  used 
in  computing  gain  or  loss  for  the  purpose  of 
earnings  and  profits  is,  because  of  the  pro¬ 
visions  of  the  third  sentence  of  section  312 
(f)  (1),  $150,000.  On  such  day  Corporation 
R  transferred  such  property  to  Corporation 
S  in  exchange  for  $25,000  in  cash  and  all 
of  the  stock  of  Corporation  S,  which  had  a 
fair  market  value  of  $100,000.  For  the  pur¬ 
pose  of  computing  taxable  income,  Corpo¬ 
ration  R  has  realized  a  gain  of  $25,000  as  a 
result  of  this  transaction,  all  of  which  is 
recognized  under  section  356.  For  the  pur¬ 
pose  of  computing  earnings  and  profits, 
however,  Corporation  R  has  realized  a  loss 
of  $25,000,  none  of  which  is  recognized  owing 
to  the  provisions  of  section  356  (c).  The 
earnings  and  profits  of  Corporation  R  are 
therefore  neither  increased  nor  decreased  as 
a  result  of  the  transaction.  The  adjusted 
basis  of  the  Corporation  S  stock  in  the  hands 
of  Corporation  R  for  purposes  of  computing 
earnings  and  profits,  however,  will  be 
$125,000  (though  only  $100,000  for  the*  pur¬ 
pose  of  computing  taxable  income),  com¬ 


puted  as  follows: 

Basis  of  property  transferred _ $200,000 

Less  money  received  on  exchange —  25, 000 

Plus  gain  or  minus  loss  recognized 

on  exchange _  None 


Basis  of  stock _  175,000 

Less  adjustments  (same  as  those 
used  in  determining  adjusted 
basis  of  property  transferred)—  60,000 


Adjusted  basis  of  stock _ -  125,000 


Saturday,  December  3 ,  1955 

rf  therefore,  Corporation  R  should  subse- 
ouently  sell  the  Corporation  S  stock  for 
$100,000,  a  loss  of  $25,000  will  again  be 
realized  for  the  purpose  of  computing  earn¬ 
ings  and  profits,  all  of  which  will  be  recog¬ 
nized  and  will  be  applied  to  decrease  the 
earnings  and  profits  of  Corporation  R. 

(c)  (1)  The  third  sentence  of  section 
312  (f>  (1)  provides  for  cases  in  which 
the  adjustments,  prescribed  in  section 
1016,  to  the  basis  indicated  in  (A)  or 
(B) ,  as  the  case  may  be,  of  the  first 
sentence  of  section  312  (f)  (1),  differ 
from  the  adjustments  to  such  basis 
proper  for  the  purpose  of  determining 
earnings  or  profits.  The  adjustments 
provided  by  such  third  sentence  reflect 
the  treatment  provided  by  §  1.312-6  rela¬ 
tive  to  cases  where  the  deductions  for 
depletion  and  depreciation  in  computing 
taxable  income  (or  net  income,  as  the 
case  may  be)  differ  from  the  deductions 
proper  for  the  purpose  of  computing 
earnings  and  profits. 

(2)  The  effect  of  the  third  sentence 
of  section  312  (f)  (1)  may  be  illustrated 
by  the  following  examples: 

Example  (1).  Corporation  X  purchased 
on  January  2,  1931,  an  oil  lease  at  a  cost 
of  $10,000.  The  lease  was  operated  only 
for  the  years  1931  and  1932.  The  deduc¬ 
tion  for  depletion  in  each  of  the  years  1931 
and  1932  amounted  to  $2,750,  of  which 
amount  $1,750  represented  percentage  de¬ 
pletion  in  excess  of  depletion  based  on  cost. 
The  lease  was  sold  in  1955  for  $15,000.  Under 
section  1016  (a)  (2),vin  determining  the 

gain  or  losS'  from  the  sale  of  the  prop¬ 
erty,  the  basis  must  be  adjusted  for  cost 
depletion  of  $1,000  in  1931  and  percentage 
depletion  of  $2,750  in  1932.  However,  the 
adjustment  of  such  basis,  proper  for  the 
determination  of  earnings  and  profits,  is 
$1,000  for  each  year,  or  $2,000.  Hence,  the 
cost  is  to  be  adjusted  only  to  the  extent  of 
$2,000,  leaving  an  adjusted  basis  of  $8,000 
and  the  earnings  and  profits  will  be  in¬ 
creased  by  $7,000,  and  not  by  $8,750.  The 
difference  of  $1,750  is  equal  to  the  amount 
by  which  the  percentage  depletion  for  the 
year  1932  ($2,750)  exceeds  the  depletion  on 
cost  for  that  year  ($1,000)  and  has  already 
been  applied  in  the  computation  of  earn¬ 
ings  and  profits  for  the  year  1932  by  taking 
into  account  only  $1,000  instead  of  $2,750 
for  depletion  in  the  computation  of  such 
earnings  and  profits.  (See  §  1.316-1.) 

Example  (2).  If,  in  example  (1),  above, 
the  property,  instead  of  being  sold,  is  ex¬ 
changed  in  a  transaction  described  in  sec¬ 
tion  1031  for  like  property  having  a  fair 
market  value  of  $7,750  and  cash  of  $7,250, 
then  the  increase  in  earnings  and  profits 
amounts  to  $7,000,  that  is,  $15,000  ($7,750 
plus  $7,250)  minus  the  basis  of  $8,000.  How¬ 
ever,  in  computing  taxable  income  of  Corpo¬ 
ration  X,  the  gain  is  $8,750,  that  is,  $15,000 
minus  $6,250  ($10,000  less  depletion  of 

$3,750) ,  of  which  only  $7,250  is  recognized 
because  the  recognized  gain  cannot  exceed 
the  sum  of  money  received  in  the  trans¬ 
action.  See  section  1031  (b)  and  the  cor¬ 
responding  provisions  of  prior  revenue  laws. 
If,  however,  the  cash  received  was  only 
$2,250  and  the  value  of  the  property  received 
was  $12,750,  then  the  increase  in  earnings 
and  profits  would  be  $2,250,  that  amount 
being  the  gain  recognized  under  section 
1031. 

<d)  For  adjustment  and  allocation  of 
the  earnings  and  profits  of  the  transferor 
as  between  the  transferor  and  the  trans¬ 
feree  in  cases  where  the  transfer  of  prop¬ 
erty  by  one  corporation  to  another  cor¬ 
poration  results  in  the  nonrecognition  in 
.whole  or  in  part  of  gain  or  loss,  see 
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§  1.312-10;  and  see  section  381  for  earn¬ 
ings  and  profits  of  successor  corporations 
in  certain  transactions. 

§  1.312-8  Effect  on  earnings  and  prof¬ 
its  of  receipt  of  tax-free  distributions 
requiring  adjustment  or  allocation  of 
basis  of  stock,  (a)  In  order  to  determine 
the  effect  on  earnings- and  profits,  where 
a  corporation  receives  (after  February 
28,  1913)  from  a  second  corporation  a 
distribution  which  (under  the  law  appli¬ 
cable  to  the  year  in  which  the  distribu¬ 
tion  was  made)  was  not  a  taxable  divi¬ 
dend  to  the  shareholders  of  the  second 
corporation,  section  312  (f)  prescribes 
certain  rules.  It  provides  that  the 
amount  of  such  distribution  shall  not 
increase  the  earnings  and  profits  of  the 
first  or  receiving  corporation  in  the  fol¬ 
lowing  cases:  (1)  No  such  increase  shall 
be  made  in  respect  of  the  part  of  such 
distribution  which  (under  the  law  appli¬ 
cable  to  the  year  in  which  the  distribu¬ 
tion  was  made)  is  directly  applied  in 
reduction  of  the  basis  of  the  stock  in 
respect  of  which  the  distribution  was 
made  and  (2)  no  such  increase  shall  be 
made  if  (under  the  law  applicable  to  the 
year  in  which  the  distribution  was 
made)  the  distribution  causes  the  basis 
of  the  stock  in  respect  of  which  the  dis¬ 
tribution  was  made  to  be  allocated  be¬ 
tween  such  stock  and  the  property 
received  (or  such  basis  would  but  for 
section  307  (b)  be  so  allocated).  Where, 
therefore,  the  law  (applicable  to  the  year 
in  which  the  distribution  was  made,  as, 
for  example,  a  distribution  in  1934  from 
earnings  and  profits  accumulated  before 
March  1,  1913)  requires  that  the  amount 
of  such  distribution  shall  be  applied 
against  and  reduce  the  basis  of  the  stock 
with  respect  to  which  the  distribution 
was  made,  there  is  no  increase  in  the 
earnings  and  profits  by  reason  of  the  re¬ 
ceipt  of  such  distribution.  Similarly, 
where  there  is  received  by  a  corporation 
a  distribution  from  another  corporation 
in  the  form  of  a  stock  dividend  and  the 
law  applicable  to  the  year  in  which  such 
distribution  was  made  requires  the  al¬ 
location,  as  between  the  old  stock  and 
the  stock  received  as  a  dividend,  of  the 
basis  of  the  old  stock  (or  such  basis  would 
but  for  section  307  (b)  be  so  allocated), 
then  there  is  no  increase  in  the  earnings 
and  profits  by  reason  of  the  receipt  of 
such  stock  dividend  even  though  such 
stock  dividend  constitutes  income  within 
the  meaning  of  the  sixteenth  amend¬ 
ment  to  the  Constitution. 

(b)  The  principles  set  forth  in  para¬ 
graph  (a)  of  this  section  may  be  illus¬ 
trated  by  the  following  examples: 

Example  ( 1 ).  Corporation  X  in  1955  dis¬ 
tributed  to  Corporation  Y,  one  of  its  share¬ 
holders,  $10,000  which  was  out  of  earnings 
or  profits  accumulated  before  March  1,  1913, 
and  did  not  exceed  the  adjusted  basis  of 
the  stock  in  respect  of  which  the  distribu¬ 
tion  was  made.  This  amount  of  $10,000  was, 
therefore,  a  tax-free  distribution  and  under 
the  provisions  of  section  301  (c)  (2)  must 
be  applied  against  and  reduce  the  adjusted 
basis  of  the  stock  in  respect  of  which  the 
distribution  was  made.  The  earnings  and 
profits  of  Corporation  Y  are  not  increased  by 
reason  of  the  receipt  of  this  distribution. 

Example  (2).  Corporation  Z  in  1955  had 
outstanding  common  and  preferred  stock  of 
which  Corporation  Y  held  100  shares  of  the 
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common  and  no  preferred.  The  stock  had 
a  cost  basis  to  Corporation  Y  of  $100  per 
share,  or  a  total  cost  of  $10,000.  In  Decem¬ 
ber  of  that  year  it  received  a  dividend  of 
100  shares  of  the  preferred  stock  of  Corpora¬ 
tion  Z.  Such  distribution  is  a  stock  dividend 
which,  under  section  305,  was  not  taxable 
and  was  accordingly  not  included  in  the  gross 
income  of  Corporation  Y.  The  original  cost 
of  $10,000  is  allocated  to  the  200  shares  of 
Corporation  Z  none  of  which  has  been  sold 
or  otherwise  disposed  of  by  Corporation  Y. 
See  section  307  and  §  1.307-1.  The  earnings 
and  profits  of  Corporation  Y  are  not  increased 
by  reason  of  the  receipt  of  such  stock  divi¬ 
dend. 

§  1.312-9  Adjustments  to  earnings 
and  profits  reflecting  increase  in  value 
accrued  before  March  1,  1913.  (a)  In 

order  to  determine,  for  the  purpose  of 
ascertaining  the  source  of  dividend  dis¬ 
tributions,  that  part  of  the  earnings  and 
profits  which  is  represented  by  increase 
in  value  of  property  accrued  before,  but 
realized  on  or  after,  March  1,  1913,  sec¬ 
tion  312  (g)  prescribes  certain  rules. 

(b)  (1)  Section  312  (g)  (1)  sets  forth 
the  general  rule  with  respect  to  com¬ 
puting  the  increase  to  be  made  in  that 
part  of  the  earnings  and  profits  con¬ 
sisting  of  increase  in  value  of  property 
accrued  before,  but  realized  on  or  after, 
March  1,  1913. 

(2)  The  effect  of  section  312  (g)  (1) 
may  be  illustrated  by  the  following 
examples: 

Example  ( 1 ).  Corporation  X  acquired 
nondepreciable  property  before  March  1, 
lifl3,  at  a  cost  of  $10,000.  Its  fair  market 
value  as  of  March  1,  1913,  was  $12,000  and 
it  was  sold  in  1955  for  $15,000.  The  increase 
in  earnings  and  profits  based  on  the  value 
as  of  March  1,  1$13,  representing  earnings 
and  profits  accumulated  since  February  28, 
1913,  is  $3,000.  If  the  basis  is  determined 
without  regard  to  the  valjie  as  of  March  1, 
1913,  there  would  be  an  increase  in  earnings 
and  profits  of  $5,000.  The  difference  of 
$2,000  ($5,000  minus  $3,000)  represents  the 
increase  to  be  made  in  that  part  of  the  earn¬ 
ings  and  profits  of  Corporation  X  consisting 
of  the  increase  in  value  of  property  accrued 
before,  but  realized  on  or  after,  March  1, 
1913. 

Example  (2).  Corporation  Y  acquired  de¬ 
preciable  property  in  1908  at  a  cost  of  $100,- 
000.  Assuming  no  additions  or  betterments, 
and  that  the  depreciation  sustained  before 
March  1,  1913,  was  $10,000,  the  adjusted  cost 
as  of  that  date  was  $90,000.  Its  fair  market 
value  as  of  March  1,  1913,  was  $94,000  and 
on  February  28,  1955,  it  was  sold  for  $25,000. 
For  the  purpose  of  determining  gain  from 
the  sale,  the  basis  or  the  property  is  the  fair 
market  value  of  $94,000  as  of  March  1,  1913, 
adjusted  for  depreciation  for  the  period  sub¬ 
sequent  to  February  28,  1913,  computed  on 
such  fair  market  value.  If  the  amount  of 
the  depreciation  deduction  allowed  after 
February  28,  1913,  and  properly  allowable  for 
each  of  such  years  -to  the  date  of  the  sale  in 
1955  is  the  aggregate  sum  of  $81 ,467,  the  ad¬ 
justed  basis  for  determining  gain  in  1955 
($94,000  less  $81,467)  is  $12,533  and  the  gain 
would  be  $12,467  ($25,000  less  $12,533).  The 
Increase  in  earnings  and  profits  accumulated 
since  February  28,  1913,  by  reason  of  the  sale, 
based  on  the  value  as  of  March  1,  1913,  ad¬ 
justed  for  depreciation  is  $12,467.  If  the 
depreciation  since  February  28,  1913,  had 
been  based  on  the  adjusted  cost  of  $90,000 
($100,000  less  $10,000)  instead  of  the  March 
1,  1913,  value  of  $94,000,  the  depreciation 
sustained  from  that  date  to  the  date  of  sale 
would  have  been  $78,000  instead  of  $81,467 
and  the  actual  gain  on  the  sale  based  on  the 
cost  of  $100,000  adjusted  by  depreciation  on 
such  cost  to  $12,000  ($100,000  reduced  by  the 
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sum  of  $10,000  and  $78,000)  would  b«  $13,- 
000  ($25,000  less  $12,000).  If  the  adjusted 
basis  of  the  property  was  determined  without 
regard  to  the  value  as  of  March  1,  1913,  there 
would  be  an  Increase  In  earnings  and  profits 
of  $13,000.  The  difference  of  $533  ($13,000  • 
minus  $12,467)  represents  the  Increase  to 
be  made  In  that  part  of  the  earnings  and 
profits  of  Corporation  Y  consisting  of  the 
Increase  in  value  of  property  accrued  before, 
but  realized  on  or  after,  March  1,  1913  (as¬ 
suming  that  the  proper  Increase  In  such  sur¬ 
plus  had  been  made  each  year  for  the  differ¬ 
ence  between  depreciation  based  on  cost  and 
the  depreciation  based  on  March  1,  1913, 
value) .  Thus,  the  total  increase  In  that  part 
of  earnings  and  profits  consisting  of  the  In¬ 
crease  in  value  of  property  accrued  before, 
but  realized  on  or  after,  March  1,  1913,  is 
$4,000  ($94,000  less  $90,000). 

(c)  (1)  Section  312  (g)  (2)  is  an  ex¬ 
ception  to  the  general  rule  in  section  312 
(g)  (1)  and  also  operates  as  a  limitation 
on  the  application  of  section  312  (f ) .  It 
provides  that,  if  the  application  of  part 
(B)  of  the  first  sentence  of  section  312 
(f;  (1)  to  a  sale  or  other  disposition  after 
February  28,  1913,  results  in  a  loss  which 
is  to  be  applied  in  decrease  of  earnings 
and  profits  for  any  period  beginning  after 
February  28, 1913,  then,  notwithstanding 
section  312  (f)  and  in  lieu  of  the  rule 
provided  in  section  312  (g)  (1),  the 
amount  of  such  loss  so  to  be  applied  shall 
be  reduced  by  the  amount,  if  any,  by 
which  the  adjusted  basis  of  the  property 
used  in  determining  the  loss,  exceeds  the 
adjusted  basis  computed  without  regard 
to  the  fair  market  value  of  the  property 
on  March  1,  1913.  If  the  amount  so  ap¬ 
plied  in  reduction  of  the  loss  exceeds 
such  loss,  the  excess  over  such  loss  shall 
increase  that  part  of  the  earnings  and 
profits  consisting  of  increase  in  value  of 
property  accrued  before,  but  realized  on 
or  after  March  1, 1913. 

(2)  The  application  of  section  312  (g) 
(2)  may  be  illustrated  by  the  following 
examples : 

Example  (1).  Corporation  Y  acquired 
nondepreciable  property  before  March  1, 
1913,  at  a  cost  of  $8,000.  Its  fair  market 
value  as  of  March  1,  1913,  was  $13,000,  and 
it  was  sold  in  1955  for  $10,000.  Under  (B) 
of  the  first  sentence  of  section  312  (f)  (1) 
the  adjusted  basis  would  be  $13,000  and 
there  would  be  a  loss  of  $3,000.  The  applica¬ 
tion  of  (B)  of  the  first  sentence  of  section 
312  (f)  (1)  would  result  in  a  loss  from  the 
sale  in  1955  to  be  applied  in  decrease  of 
earnings  and  profits  fof  that  year.  Section 
312  (g)  (2),  however,  applies  and  the  loss 
of  $3,000  is  reduced  by  the  amount  by  which 
the  adjusted  basis  of  $13,000  exceeds  the 
cost  of  $8,000  (the  adjusted  basis  computed 
without  regard  to  the  value  on  March  1, 
1913),  namely,  $5,000.  The  amount  of  the 
loss  is,  accordingly,  reduced  from  $3,000  to 
zero  and  there  is  no  decrease  in  earnings  and 
profits  of  Corporation  Y  for  the  year  1955 
as  a  result  of  the  sale.  The  amount  applied 
in  reduction  of  the  decrease,  namely,  $5,000, 
exceeds  $3,000.  Accordingly,  as  a  result  of 
the  sale  the  excess  of  $2,000  Increases  that 
part  of  the  earnings  and  profits  of  Corpora¬ 
tion  Y  consisting  of  increase  in  value  of 
property  accrued  before,  but  realized  on  or 
after  March  1,  1913. 

Example  (2).  Corporation  Z  acquired 
nondepreciable  property  before  March  1, 
1913,  at  a  cost  of  $10,000.  Its  fair  market 
value  as  of  March  1,  1913,  was  $12,000,  and 
it  was  sold  in  1955  for  $8  000.  Under  (B)  of 
the  first  sentence  of  section  312  (f)  (1)  the 
adjusted  basis  would  be  $12,000  and  there 


would  be  a  loss  of  $4,000.  The  application  of 
(B)  of  the  first  sentence  of  section  312  (f) 

(1)  would  result  in  a  loss  from  the  sale  in 
1955  to  be  applied  in  decrease  of  earnings 
and  profits  for  that  year.  Section  312  (g) 

(2) ,  however,  applies  and  the  loss  of  $4,000 
is  reduced  by  the  amount  by  which  the 
adjusted  basis  of  $12,000  exceeds  the  cost  of 
$10,000  (the  adjusted  basis  computed  with¬ 
out  regard  to  the  value  on  March  1,  1913), 
namely,  $2,000.  The  amount  of  the  loss  is, 
accordingly,  reduced  from  $4,000  to  $2,000, 
and  the  decrease  in  earnings  and  profits  of 
Corporation  Z  for  the  year  1955  as  a  result 
of  the  sale  is  $2,000  instead  of  $4,000.  The 
amount  applied  in  reduction  of  the  decrease, 
namely,  $2,000,  does  not  exceed  $4,000. 
Accordingly,  as  a  result  of  the  sale  there  is 
no  increase  in  that  part  of  the  earnings  and 
profits  of  Corporation  Z  consisting  of  in¬ 
crease  in  value  of  property  accrued  before, 
but  realized  on  or  after  March  1,  1913. 

§  1.312-10  Allocation  of  earnings  in 
certain  corporate  separations,  (a)  If 
one  corporation  transfers  part  of  its  as¬ 
sets  constituting  an  active  trade  or  busi¬ 
ness  to  another  corporation  in  a  trans¬ 
action  to  which  section  368  (a)  (1)  (D) 
applies  and  immediately  thereafter  the 
stock  and  securities  of  the  controlled 
corporation  are  distributed  in  a  distribu¬ 
tion  or  exchange  to  which  section  355  (or 
so  much  of  section  356  as  relates  to  sec¬ 
tion  355)  applies,  the  earnings  and  profits 
of  the  distributing  corporation  imme¬ 
diately  before  the  transaction  shall  be 
allocated  between  the  distributing  cor¬ 
poration  and  the  controlled  corporation. 
In  the  case  of  a  newly  created  controlled 
corporation,  such  allocation  generally 
shall  be  made  in  proportion  to  the  fair 
market  value  of  the  business  or  busi¬ 
nesses  (and  interests  in  any  other  prop¬ 
erties)  retained  by  the  distributing  cor¬ 
poration  and  the  business  or  businesses 
(and  interests  in  any  other  properties) 
of  the  controlled  corporation  immedi¬ 
ately  after  the  transaction.  In  a  proper 
case,  allocation  shall  be  made  between 
the  distributing  corporation  and  the  con¬ 
trolled  corporation  in  proportion  to  the 
net  basis  of  the  assets  transferred  and 
of  the  assets  retained  or  by  such  other 
method  as  may  be  appropriate  under  the 
facts  and  circumstances  of  the  case.  The 
term  “net  basis”  means  the  basis  of  the 
assets  less  liabilities  assumed  or  liabili¬ 
ties  to  which  such  assets  are  subject.  The 
part  of  the  earnings  and  profits  of  the 
taxable  year  of  the  distributing  corpora¬ 
tion  in  which  the  transaction  occurs  al¬ 
locable  to  the  controlled  corporation 
shall  be  included  in  the  computation  of 
the  earnings  and  profits  of  the  first  tax¬ 
able  year  of  the  controlled  corporation 
ending  after  the  date  of  the  transaction. 

(b)  If  a  distribution  or  exchange  to 
which  section  355  applies  (or  so  much  of 
section  356  as  relates  to  section  355)  is 
not  in  pursuance  of  a  plan  meeting  the 
requirements  of  a  reorganization  as  de¬ 
fined  in  section  368  (a)  (1)  (D),  the 
earnings  and  profits  of  the  distributing 
corporation  shall  be  decreased  by  the 
lesser  of  the  following  amounts: 

(1)  The  amount  by  which  the  earn¬ 
ings  and  profits  of  the  distributing  cor¬ 
poration  would  have  been  decreased  if 
it  had  transferred  the  stock  of  the  con¬ 
trolled  corporation  to  a  new  corporation 
in  a  reorganization  to  which  section  368 
(a)  (1)  (D)  applied  and  immediately 


thereafter  distributed  the  stock  of  such 
new  corporation  or, 

(2)  The  net  worth  of  the  controlled 
corporation.  (For  this  purpose  the  term 
“net  worth”  means  the  sum  of  the  bases 
of  all  of  the  properties  plus  cash  minus 
all  liabilities.) 

If  the  earnings  and  profits  of  the  con¬ 
trolled  corporation  immediately  before 
the  transaction  are  less  than  the  amount 
of  the  decrease  in  earnings  and  profits 
of  the  distributing  corporation  (includ¬ 
ing  a  case  in  which  the  controlled  cor¬ 
poration  has  a  deficit)  the  earnings  and 
profits  of  the  controlled  corporation, 
after  the  transaction,  shall  be  equal  to 
the  amount  of  such  decrease.  If  the 
earnings  and  profits  of  the  controlled 
corporation  immediately  before  the 
transaction  are  more  than  the  amount 
of  the  decrease  in  the  earnings  and 
profits  of  the  distributing  corporation, 
they  shall  remain  unchanged. 

(c)  In  no  case  shall  any  part  of  a  defi¬ 
cit  of  a  distributing  corporation  within 
the  meaning  of  section  355  be  allocated 
to  a  controlled  corporation. 

§  1.312-11  Effect  on  earnings  and 
profits  of  certain  other  tax-free  ex¬ 
changes  and  tax-free  distributions,  (a) 
(1)  If  property  is  transferred  by  one  cor¬ 
poration  to  another  corporation  within 
the  provisions  of  section  351,  no  alloca¬ 
tion  of  earnings  and  profits  shall  be 
made  between  the  transferor  and  trans¬ 
feree  by  reason  of  such  transfer.  The 
preceding  sentence  may  not  apply  when 
such  transfer  immediately  follows  or  im¬ 
mediately  precedes  either  a  reorganiza¬ 
tion  under  section  368  or  a  liquidation 
under  section  332  to  which  section  334 
(b)  (2)  does  not  apply.  See  §  1.312-10 
for  allocation  of  earnings  and  profits 
upon  the  distribution  of  the  stock  of  a 
controlled  corporation  in  a  transaction 
subject  tQ  section  355  or  so  much  of  sec¬ 
tion  356  as  relates  to  section  355. 

(2)  The  following  example  will  illus¬ 
trate  the  application  of  paragraph  (a) 
(1)  of  this  section: 

Example.  Corporation,  A  transfers  half 
of  its  assets  subject  to  half  of  its  liabili¬ 
ties  to  Corporation  B  in  exchange  for  all 
of  its  stock.  Such  stock  is  not  distributed 
by  Corporation  A.  The  transaction  is  not 
followed  or  preceded  by  a  reorganization  or 
a  liquidation.  No  allocation  of  earnings  and 
profits  from  Corporation  A  to  Corporation  B 
shall  be  made. 

(b)  The  general  rule  provided  in  sec¬ 
tion  316  that  every  distribution  is  made 
out  of  earnings  or  profits  to  the  extent 
thereof  and  from  the  most  recently  ac¬ 
cumulated  earnings  or  profits  does  not 
apply  to: 

(1)  The  distribution,  in  pursuance  of 
a  plan  of  reorganization,  by  or  on  behalf 
of  a  corporation  a  party  to  the  reorgani¬ 
zation,  or  in  a  transaction  subject  to 
section  355,  to  its  shareholders — 

(i)  Of  stock  or  securities  in  such  cor¬ 
poration  or  in  another  corporation  a  par¬ 
ty  to  the  reorganization  in  any  taxable 
year  beginning  before  January  1,  1934, 
without  the  surrender  by  the  distribu¬ 
tees  of  stock  or  securities  in  such  corpo¬ 
ration  (see  section  112  (g)  of  the  Reve¬ 
nue  Act  of  1932) ;  or 

(ii)  Of  stock  (other  than  preferred 
stock)  in  another  corporation  which  is 
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a  party  to  the  reorganization  without 
the  surrender  by  the  distributees  of  stock 
in  the  distributing  corporation  if  the 
distribution  occurs  after  October  20, 1951, 
and  is  subject  to  section  112  (b)  (11)  of 
the  Internal  .Revenue  Code  of  1939;  or 
(iii)  Of  stock  or  securities  in  such 
corporation  or  in  another  corporation 
a  party  to  the  reorganization  in  any  tax¬ 
able  year  beginning  before  January  1, 
1939,  or  on  or  after  such  date,  in  ex¬ 
change  for  its  stock  or  securities  in  a 
transaction  to  which  section  112  (b)  (3) 
of  the  Internal  Revenue  Code  of  1939 
was  applicable;  or 

(iv5  Of  stock  or  securities  in  such  cor¬ 
poration  or  in  another  corporation  in 
exchange  for  its  stock  or  securities  in 
a  transaction  subject  to  section  354  or 
355, 

if  no  gain  to  the  distributees  from  the 
receipt  of  such  stock  or  securities  was 
recognized  by  law. 

(2)  The  distribution  in  any  taxable 
year  (beginning  before  January  1,  1939, 
or  on  or  after  such  date)  of  stock  or 
securities,  or  other  property  or  money, 
to  a  corporation  in  complete  liquidation 
of  another  corporation,  under  the  cir¬ 
cumstances  described  in  section  112  (b) 

(6)  of  the  Revenue  Act  of  1936,  the  Rev¬ 
enue  Act  of  1938,  of  the  Internal  Revenue 
Code  of  1939,  or  section  332. 

(3)  The  distribution  in  atiy  taxable 
year  (beginning  after  December  31, 
1939),  of  stock  or  securities,  or  other 
property  or  money,  in  the  case  of  an 
exchange  or  distribution  described  in 
section  371  of  the  Internal  Revenue  Code 
of  1939  or  in  section  1081  (relating  to 
exchanges  and  distributions  in  obedi¬ 
ence  to  orders  of  the  Securities  and  Ex¬ 
change  Commission),  if  no  gain  to  the 
distributee  from  the  receipt  of  such 
stock,  securities,  or  other  property  or 
money  was  recognized  by  law. 

(4)  A  stock  dividend  which  was  not 
subject  to  tax  in  the  hands  of  the  dis¬ 
tributee  because  either  it  did  not  con¬ 
stitute  incdme  to  him  within  the  mean¬ 
ing  of  the  sixteenth  amendment  to  the 
Constitution  or  because  exempt  to  him 
under  section  115  (f)  of  the  Revenue 
Act  of  1934  or  a  corresponding  provi¬ 
sion  of  a  prior  Revenue  Act,  or  section 
305. 

(5)  The  distribution,  in  a  taxable 
year  of  the  distributee  beginnings  after 
December  31,  1931,  by  or  on  behalf  of 
an  insolvent  corporation,  in  connection 
with  a  section  112  (b)  (10)  reorgani¬ 
zation  under  the  Internal  Revenue  Code 
of  1939,  or  in  a  transaction  subject  to 
section  371,  of  stock  or  securities  in  a 
corporation  organized  or  made  use  of  to 
effectuate  the  plan  of  reorganization,  if 
under  section  112  (1)  of  the  Internal 
Revenue  Code  of  1939  or  section  371  no 
gain  to  the  distributee  from  the  receipt 
of  such  stock  or  securities  was  recognized 
by  law. 

(c)  A  distribution  described  in  sub- 
paragraph  (1),  (2),  (3),  C4),  or  (5)  of 
Paragraph  (b)  does  not  diminish  the 
earnings  or  profits  of  any  corporation. 
In  such  cases,  the  earnings  or  profits  re¬ 
main  intact  and  available  for  distribu¬ 
tion  as  dividends  by  the  corporation 
making  such  distribution,  or  by  another 
corporation  to  which  the  earnings  or 
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profits  are  transferred  upon  such  re¬ 
organization  or  other  exchange.  In  the 
case,  however,  of  amounts  distributed  in 
liquidation  (other  than  a  tax-free  liqui¬ 
dation  or  reorganization  described  in 
subparagraph  (1),  (2),  (3),  or  (5)  of 
paragraph  (b) )  the  earnings  or  profits 
of  the  corporation  making  the  distribu¬ 
tion  are  diminished  by  the  portion  of 
such  distribution  properly  chargeable  to 
earnings  or  profits  accumulated  after 
February  28,  1913,  after  first  deducting 
from  the  amount  of  such  distribution  the 
portion  thereof  allocable  to  capital  ac¬ 
count. 

(d)  For  the  purposes  of  this  section, 
the  terms  “reorganization”  and  “party  to 
the  reorganization”,  shall,  for  any  tax¬ 
able  year  beginning  before  January  1, 
1934,  have  the  meanings  assigned  to  such 
terms  in  section  112  of  the  Revenue  Act 
of  1932;  for  any  taxable  year  beginning 
after  December  31, 1933,  and  before  Jan¬ 
uary  1, 1936,  have  the  meanings  assigned 
to  such  terms  in  section  112  of  the  Reve¬ 
nue  Act  of  1934 ;  for  any  taxable  year  be¬ 
ginning  after  December  31,  1935,  and  be¬ 
fore  January  1,  1938,  have  the  meanings 
assigned  to  such  terms  in  section  112  of 
the  Revenue  Act  of  1936 ;  for  any  taxable 
year  beginning  after  December  31,  1937; 
and  before  January  1,  1939,  have  the 
meanings  assigned  to  such  terms  in  sec¬ 
tion  112  of  the  Revenue  Act  of  1938;  and 
for  any  taxable  year  beginning  after  De¬ 
cember  31,  1938,  and  ending  before  June 
22,  1954,  providing  no  election  is  made 
under  section  393  (b)  (2)  of  the  Internal 
Revenue  Code  of  1954,  have  the  mean¬ 
ings  assigned  to  such  terms  in  section 
213  (b)  of  the  Revenue  Act  of  1939. 

§  1.312-12  Distributions  of  proceeds 
of  loans  guaranteed  by  the  United  States. 
(a)  The  provisions  of  section  312  (j)  are 
applicable  with  respect  to  a  loan,  any 
portion  of  which  is  guaranteed  by  an 
agency  of  the  United  States  Government 
without  regard  to  the  percentage  of  such 
loan  subject  to  such  guarantee. 

(b)  The  application  of  section  312  (j) 
is  illustrated  by  the  following  example: 

Example.  Corporation  A  borrowed  $1,000,- 
000  for  the  purpose  of  construction  of  an 
apartment  house,  the  cost  and  adjusted 
basis  of  which  was  $900,000.  This  loan  was 
guaranteed  by  an  agency  of  the  United 
States  Government.  One  year  after  such 
loan  was  made  and  after  the  completion 
of  construction  of  the  building  (but  before 
such  corporation  had  received  any  income) 
it  distributed  $100,000  cash  to  its  share¬ 
holders.  The  earnings  and  profits  of  the 
taxable  year  of  such  corporation  are  in¬ 
creased  (pursuant  to  section  312  (J) )  by 
$100,000  immediately  prior  to  such  distribu¬ 
tion  and  are  decreased  by  $100,000  imme¬ 
diately  after  such  distribution.  Such  de¬ 
crease,  however,  does  not  reduce  the  earn¬ 
ings  and  profits  below  zero.  Two  years 
later,  it  has  no  accumulated  earnings  and 
has  earnings  of  the  taxable  year  of  $100,000. 
Before  it  has  made  any  payments  on  the 
loan,  it  distributes  $200,000  to  its  share¬ 
holders.  The  earnings  and  profits  of  the 
taxable  year  of  the  corporation  ($100,000) 
are  increased  by  $100,000,  the  excess  of  the 
amount  of  the  guaranteed  loan  over  the 
adjusted  basis  of  the  apartment  house  (cal¬ 
culated  without  adjustment  for  deprecia¬ 
tion).  The  entire  amount  of  each  distribu-^ 
tion  is  treated  as  a  distribution  out  of  earn-4 
ings  and  profits  and,  accordingly,  as  a  taxable 
dividend. 
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Definitions;  Constructive  Ownership  of 
Stock 

§  1.316  Statutory  provisions;  dividend 
defined. 

Sec.  316.  Dividend  Defined — (a)  General 
rule.  For  purposes  of  this  subtitle,  the  term 
“dividend”  means  any  distribution  of  prop¬ 
erty  made  by  a  corporation  to  its  sharehold- 
ers — 

(1)  Out  of  its  earnings  and  profits  ac¬ 
cumulated  after  February  28,  1913,  or 

(2)  Out  of  its  earnings  and  profits  of  the 
taxable  year  (computed  as  of  the  close  of 
the  taxable  year  without  diminution  by 
reason  of  any  distributions  made  during  the 
taxable  year),  without  regard  to  the  amount 
of  the  earnings  and  profits  at  the  time  the 
distribution  was  made. 

Except  as  otherwise  provided  in  this  subtitle, 
every  distribution  is  made  out  of  earnings 
and  profits  to  the  extent  thereof,  and  from 
the  most  recently  accumulated  earnings  and 
profits.  To  the  extent  that  any  distribution 
is,  under  any  provision  of  this  subchapter, 
treated  as  a  distribution  of  property  to  which 
section  301  applies,  such  distribution  shall 
be  treated  as  a  distribution  of  property  for 
purposes  of  this  subsection. 

(b)  Special  rules — (1)  Certain  insurance 
company  dividends.  The  definition  in  sub¬ 
section  (a)  shall  not  apply  to  the  term 
“dividend”  as  used  in  sections  803  (e),  821 
(a)  (2),  823  (2),  and  832  (c)  (11)  (where 
the  reference  is  to  dividends  of  Insurance 
companies  paid  to  policyholders.) 

(2)  Distributions  by  personal  holding 
companies.  In  the  case  of  a  corporation 
which — 

(A)  Under  the  law  applicable  to  the  tax¬ 
able  year  in  which  the  distribution  is  made, 
is  a  personal  holding  company  (as  defined 
in  section  542) ,  or 

(B)  For  the  taxable  year  in  respect  of 
which  the  distribution  is  made  under  sec¬ 
tion  563  (b)  (relating  to  dividends  paid 
after  the  close  of  the  taxable  year),  or  sec¬ 
tion  547  (relating  to  deficiency  dividends), 
or  the  corresponding  provisions  of  prior  law, 
is  a  personal  holding  company  under  the 
law  applicable  to  such  taxable  year, 

the  term  “dividend”  also  means  any  distri¬ 
bution  of  property  (whether  or  not  a  divi¬ 
dend  as  defined  in  subsection  (a) )  made  by 
the  corporation  to  its  shareholders,  to  the 
extent  of  its  undistributed  personal  holding 
company  income  (determined  under  section 
545  without  regard  to  distributions  under 
this  paragraph)  for  such  year. 

§  1.316-1  Dividends,  (a)  (1)  The 

term  “dividend”  for  the  purpose  of  sub¬ 
title  A  (except  when  used  in  section  803 
(e),  section  821  (a)  (2),  section  823  (2), 
and  section  832  (c)  (11)  where  the  ref¬ 
erence  is  to  dividends  of  insurance  com¬ 
panies  paid  to  policyholders)  comprises 
any  distribution  of  property  as  defined 
in  section  317  in  the  ordinary  course  of 
business,  even  though  extraordinary  in 
amount,  made  by  a  domestic  or  foreign 
corporation  to  its  shareholders  out  of 
either — 

(i)  Earnings  and  profits  accumulated 
since  February  28,  1913,  or 

(ii)  Earnings  and  profits  of  the  tax¬ 
able  year  computed  without  regard  to  the 
amount  of  the  earnings  and  profits 
(whether  of  such  year  or  accumulated 
since  February  28,  1913)  at  the  time  the 
distribution  was  made. 

The  earnings  and  profits  of  the  taxable 
year  shall  be  computed  as  of  the  close  of 
such  year,  without  diminution  by  reason 
of  any  distributions  made  during  the 
taxable  year.  For  the  purpose  of  deter- 
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mining  whether  a  distribution  consti¬ 
tutes;  a  dividend,  it  is  unnecessary  to 
ascertain  the  amount  of  the  earnings  and 
profits  accumulated  since  February  28, 
1913,  if  the  earnings  and  profits  of  the 
taxable  year  are  equal  to  or  in  excess  of 
the  total  amount  of  the  distributions 
made  within  such  year. 

(2)  Where  a  corporation  distributes 
property  to  its  shareholders  on  or  after 
June  22,  1954,  the  amount  of  the  distri¬ 
bution  which  is  a  dividend  to  them  may 
not  exceed  the  earnings  and  profits  of  the 
distributing  corporation. 

(3)  The  rule  of  (2)  above  may  be 
illustrated  by  the  following  example: 

Example.  X  and  Y,  Individuals,  each  own 
one-half  of  the  stock  of  Corporation  A  which 
has  earnings  and  profits  of  $10,000.  Cor¬ 
poration  A  distributes  property  having  a  basis 
of  $6,000  and  a  fair  market  value  of  $16,000 
to  its  shareholders,  each  shareholder  receiv¬ 
ing  property  with  a  basis  of  $3,000  and  with 
a  fair  market  value  of  $8,000  in  a  distribution 
to  which  section  301  applies.  The  amount 
taxable  to  each  shareholder  as  a  dividend 
under  section  301  (c)  is  $5,000. 

(b)  In  the  case  of  a  corporation  which, 
under  the  law  applicable  to  the  taxable 
year  in  which  a  distribution  is  made,  is  a 
personal  holding  company  or  which,  for 
the  taxable  year  in  respect  of  which  a 
distribution  is  made  under  section  563, 
relating  to  dividends  paid  within  2Vz 
months  after  the  close  of  the  taxable 
year,  or  section  547  (relating  to  defi¬ 
ciency  dividends),  or  corresponding  pro¬ 
visions  of  a  prior  income-tax  law,  was 
under  the  applicable  law  a  personal  hold¬ 
ing  company,  the  term  “dividend,”  in 
addition  to  the  meaning  set  forth  in  the 
first  sentence  of  section  316,  also  means  a 
distribution  to  its  shareholders  as  fol¬ 
lows:  A  distribution  within  a  taxable  year 
of  the  corporation,  or  of  a  shareholder,  is 
a  dividend  to  the  extent  of  the  corpora¬ 
tion’s  undistributed  personal  holding 
company  income  (determined  under  sec¬ 
tion  545  without  regard  to  distributions 
under  section  316  (b)  (2) )  for  the  tax¬ 
able  year  in  which,  or,  in  the  case  of  a 
distribution  under  section  563  or  section 
547,  the  taxable  year  in  respect  of  which, 
the  distribution  was  made. 

(c)  Except  as  provided  in  section  316 
(b)  (1) ,  the  term  “dividend”  includes  any 
distribution  of  property  to  shareholders 
to  the  extent  made  out  of  accumulated 
or  current  earnings  and  profits.  See, 
however,  section  331  (relating  to  distri¬ 
butions  in  complete  or  partial  liquida¬ 
tion),  section  301  (e)  (relating  to  dis¬ 
tributions  by  personal  service  corpora¬ 
tions),  section  302  (b)  (relating  to  re¬ 
demptions  treated  as  amounts  received 
from  the  sale  or  exchange  of  stock) ,  and 
section  303  (relating  to  distributions  in 
redemption  of  stock  to  pay  death  taxes) . 
See  also  seer, ion  305  (b)  for  certain  dis¬ 
tributions  of  stock  or  stock  rights 
treated  as  distributions  of  property. 

(d)  The  application  of  section  316 
may  be  illustrated  by  the  following 
examples: 

Example  (1).  At  the  beginning  of  the 
calendar  year  1955,  Corporation  M  had  an 
operating  deficit  of  $200,000  and  the  earnings 
and  profits  for  the  year  amounted  to  $100,- 
000.  Beginning  on  March  16,  1955,  the  cor¬ 
poration  made  quarterly  distributions  of 
$25,000  during  the  taxable  year  to  its  share¬ 


holders.  Each  distribution  is  a  taxable  divi¬ 
dend  in  full,  irrespective  of  the  actual  or  the 
pro  rata  amount  of  the  earnings  and  profits 
on  hand  at  any  of  the  dates  of  distribution, 
since  the  total  distributions  made  during  the 
year  ($100,000)  did  not  exceed  the  total  earn¬ 
ings  and  profits  of  the  year  ($100,000). 

Example  (2).  At  the  beginning  of  the 
calendar  year  1955,  Corporation  N,  a  personal 
holding  company,  had  no  accumulated  earn¬ 
ings  and  profits.  During  that  year  it  made 
no  earnings  and  profits  but,  due  to  the  dis¬ 
allowance  of  certain  deductions,  its  undis¬ 
tributed  personal  holding  company  income 
(determined  under  section  545  without  re¬ 
gard  to  distributions  under  section  316  (b) 
(2))  was  $16,000.  It  distributed  to  share¬ 
holders  on  December  15,  1955,  $15,000,  and 
on  February  1,  1956,  $1,000,  the  latter  amount 
being  claimed  as  a  deduction  under  section 
563  in  its  personal  holding  company  schedule 
for  1955  filed  with  its  return  for  1955  on 
March  15,  1956.  Both  distributions  are  tax¬ 
able  dividends  in  full,  since  they  do  not  ex¬ 
ceed  the  undistributed  personal  holding 
company  income  (determined  without  re¬ 
gard  to  such  distributions)  for  1955,  the  tax¬ 
able  year  in  which  the  distribution  of  $15,- 
000  was  made  and  with  respect  to  which  the 
distribution  of  $1,000  was  made.  It  is  im¬ 
material  whether  Corporation  N  is  a  personal 
holding  company  for  the  taxable  year  1956  or 
whether  it  had  any  income  for  that  year. 

Example  (3).  In  1959,  a  deficiency  in  per¬ 
sonal  holding  company  tax  was  established 
against  Corporation  O  for  the  taxable  year 
1955  in  the  amount  of  $35,500  based  on  an 
undistributed  personal  holding  company  in¬ 
come  of  $42,000.  Corporation  O  complied 
with  the  provisions  of  section  547  and  in 
December  1959  distributed  $42,000  to  its 
stockholders  as  “deficiency  dividends.”  The 
distribution  of  $42,000  is  a  taxable  dividend 
since  it  does  not  exceed  $42,000  (the  undis¬ 
tributed  personal  holding  company  income 
for  1955,  the  taxable  year  with  respect  to 
which  the  distribution  was  made).  It  is  im¬ 
material  whether  Corporation  O  is  a  personal 
holding  company  for  the  taxable  year  1959 
or  whether  it  had  any  Income  for  that  year. 

Example  (4).  At  the  beginning  of  the 
taxable  year  1955,  Corporation  P,  a  personal 
holding  company,  had  a  deficit  in  earnings 
and  profits  of  $200,000.  During  that  year 
it  made  earnings  and  profits  of  $90,000.  For 
that  year,  however,  it  had  an  undistributed 
personal  holding  income  (determined  under 
section  545  without  regard  to  distributions 
under  section  316  (b)  (2))  of  $80,000.  Dur¬ 
ing  such  taxable  year  it  distributed  to  its 
shareholders  $100,000.  The  distribution  of 
$100,000  is  a  taxable  dividend  to  the  extent 
of  $90,000  since  its  earnings  and  profits  for 
that  year,  $90,000,  exceed  $80,000>  the  un¬ 
distributed  personal  holding  company  In¬ 
come  determined  without  regard  to  such 
distribution. 

§  1.316-2  Sources  of  distribution  in 
general,  (a)  For  the  purpose  of  income 
taxation  every  distribution  made  by  a 
corporation  is  made  out  of  earnings  and 
profits  to  the  extent  thereof  and  from 
the  most  recently  accumulated  earnings 
and  profits.  In  determining  the  source 
of  a  distribution,  consideration  should 
be  given  first,  to  the  earnings  and  profits 
of  the  taxable  year;  second,  to  the  earn¬ 
ings  and  profits  accumulated  since  Feb¬ 
ruary  28,  1913,  only  in  the  case  where, 
and  to  the  extent  that,  the  distributions 
made  during  the  taxable  year  are  not 
regarded  as  out  of  the  earnings  and 
profits  of  that  year;  third,  to  the  earn¬ 
ings  and  profits  accumulated  before 
March  1, 1913,  only  after  all  the  earnings 
<&nd  profits  of  the  taxable  year  and  all 
the  earnings  and  profits  accumulated 
since  February  28,  1913,  have  been  dis¬ 


tributed;  and,  fourth,  to  sources  other 
than  earnings  and  profits  only  after  the 
earnings  and  profits  have  been  dis¬ 
tributed. 

(b)  If  the  earnings  and  profits  of  the 
taxable  year  (computed  as  of  the  close 
of  the  year  without  diminution  by  reason 
of  any  distributions  made  during  the 
year  and  without  regard  to  the  amount 
of  earnings  and  profits  at  the  time  of  the 
distribution)  are  sufficient  in  amount  to 
cover  all  the  distributions  made  during 
that  year,  then  each  distribution  is  a 
taxable  dividend.  See  §  1.316-1.  if  the 
distributions  made  during  the  taxable 
year  consist  only  of  money  and  exceed 
the  earnings  and  profits  of  such  year, 
then  that  proportion  of  each  distribu¬ 
tion  which  the  total  of  the  earnings  and 
profits  of  the  year  bears  to  the  total  dis¬ 
tributions  made  during  the  year  shall  be 
regarded  as  out  of  the  earnings  and 
profits  of  that  year.  The  portion  of  each 
such  distribution  which  is  not  regarded 
as  out  of  earnings  and  profits  of  the  tax¬ 
able  year  shall  be  considered  a  taxable 
dividend  to  the  extent  of  the  earnings 
and  profits  accumulated  since  Febru¬ 
ary  28,  1913,  and  available  on  the  date  of 
the  distribution.  In  any  case  in  which 
it  is  necessary  to  determine  the  amount 
of  earnings  and  profits  accumulated 
since  February  28,  1913,  and  the  actual 
earnings  and  profits  to  the  date  of  a 
distribution  within  any  taxable  year 
(whether  beginning  before  January  1, 
1936,  or,  in  the  case  of  an  operating 
deficit,  on  or  after  that  date)  cannot  be 
shown,  the  earnings  and  profits  for  the 
year  (or  accounting  period,  if  less  than 
a  year)  in  which  the  distribution  was 
made  shall  be  prorate;!  to  the  date  of 
the  distribution  not  counting  the  date 
on  which  the  distribution  was  made. 

(c)  The  provisions  of  the  section  may 
be  illustrated  by  the  following  example: 

Example.  At  the  beginning  of  the  calen¬ 
dar  year  1955,  Corporation  M  had  $12,000  in 
earnings  and  profits  accumulated  since 
February  28,  1913.  Its  earnings  and  profit* 
for  1955  amounted  to  $30,000.  During  the 
year  it  made  quarterly  cash  distributions  of 
$15,000  each.  Of  each  of  the  four  distribu¬ 
tions  made,  $7,500  (that  portion  of  $15,000 
which  the  amount  of  $30,000,  the  total 
earnings  and  profits  of  the  taxable  year, 
bears  to  $60,000,  the  total  distributions 
made  during  the  year),  was  paid  out  of  the 
earnings  and  profits  of  the  taxable  year;  and 
of  the  first  and  second  distributions,  $7,500 
and  $4,500,  respectively,  were  paid  out  of  the 
earnings  and  profits  accumulated  after 
February  28,  1913,  and  before  the  taxable 
year,  as  follows: 


Distributions  during  1955 

Portion 
out  of 
earn¬ 
ings 
and 
profits 
of  the 
taxable 
year 

Portion 
out  of 
earnings 
accumu¬ 
lated 
since  Feb. 
28,  1913, 
and  be¬ 
fore  the 
taxable 
year 

Tax¬ 
able 
amount 
of  each 
distri¬ 
bution 

Date 

Amount 

March  10....... _ 

$15, 000 
15,000 
15,000 
15,000 

$7,500 

7,500 

7,500 

7,500 

$7,500 

4,500 

$15,000 

12,000 

7,500 

7,500 

June  10 . 

September  10 . 

December  10 . 

Total  amount 
taxable  as 

42.000 

l 
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Saturday,  December  5,  1955 

(d)  Any  distribution  by  a  corporation 
out  of  earnings  and  profits  accumulated 
before  March  1,  1913,  or  out  of  increase 
in  value  of  property  accrued  before 
March  1,  1913  (whether  or  not  realized 
by  sale  or  other  disposition,  and,  if 
realized,  whether  before,  on,  or  after 
March  1,  1913),  is  not  a  dividend  within 
the  meaning  of  subtitle  A. 

(e)  A  reserve  set  up  out  of  gross  in¬ 
come  by  a  corporation  and  maintained 
for  the  purpose  of  making  good  any 
loss  of  capital  assets  on  account  of  de¬ 
pletion  or  depreciation  is  not  a  part  of 
surplus  out  of  which  ordinary  dividends 
may  be  paid.  A  distribution  made  from 
a  depletion  or  a  depreciation  reserve 
based  upon  the  cost  or  other  basis  of  the 
property  will  not  be  considered  as  having 
been  paid  out  of  earnings  and  profits,  but 
the  amount  thereof  shall  be  applied 
against  and  reduce  the  cost  or  other 
basis  of  the  stock  upon  which  declared. 
If  such  a  distribution  is  in  excess  of  the 
basis,  the  excess  shall  be  taxed  as  a  gain 
from  the  sale  or  other  disposition  of 
property  as  provided  in  section  301  (c) 

(3)  (A).  A  distribution  from  a  deple¬ 
tion  reserve  based  upon  discovery  value 
to  the  extent  that  such  reserve  repre¬ 
sents  the  excess  of  the  discovery  value 
over  the  cost  or  other  basis  for  deter¬ 
mining  gain  or  loss,  is,  when  received 
by  the  shareholders,  taxable  as  an  ordi¬ 
nary  dividend.  The  amount  by  which  a 
corporation’s  percentage  depletion  al¬ 
lowance  for  any  year  exceeds  depletion 
sustained  on  cost  or  other  basis,  that 
is,  determined  without  regard  to  dis¬ 
covery  or  percentage  depletion  allow¬ 
ances  for  the  year  of  distribution  or  prior 
years,  constitutes  a  part  of  the  corpora¬ 
tion’s  “earnings  and  profits  accumulated 
after  February  28,  1913,"  within  the 
meaning  of  section  316,  and,  upon  dis¬ 
tribution  to  shareholders,  is  taxable  to 
them  as  a  dividend.  A  distribution  made 
from  that  portion  of  a  depletion  reserve 
based  upon  a  valuation  as  of  March  1, 
1913,  which  is  in  excess  of  the  depletion 
reserve  based  upon  cost,  will  not  be  con¬ 
sidered  as  having  been  paid  out  of  earn¬ 
ings  and  profits,  but  the  amount  of  the 
distribution  shall  be  applied  against  and 
reduce  the  cost  or  other  basis  of  the  stock 
upon  which  declared.  See  section  301. 
No  distribution,  however,  can  be  made 
from  such  a  reserve  until  all  the  earnings 
and  profits  of  the  corporation  have  first 
been  distributed. 

§  1.317  Statutory  provisions;  other 
definitions. 

Sec.  317.  Other  definitions — (a)  Property. 
For  purposes  of  this  part,  the  term  "prop¬ 
erty”  means  money,  securities,  and  any 
other  property;  except  that  such  term  does 
not  include  stock  in  the  corporation  making 
the  distribution  (or  rights  to  acquire  such 
stock) , 

(b)  Redemption  of  stock.  For  purposes 
of  this  part,  stock  shall  be  treated  as  re¬ 
deemed  by  a  corporation  if  the  corporation 
acquires  its  stock  from  a  shareholder  in 
exchange  for  property,  whether  or  not  the 
stock  so  acquired  is  cancelled,  retired,  or 
held  as  treasury  stock. 

§  1.317-1  Property  defined.  The  term 
“property”,  for  purposes  of  Part  1  of 
subchapter  C,  means  any  property  (in¬ 
cluding  money,  securities,  and  indebted¬ 


ness  to  the  corporation)  other  than 
stock,  or  rights  to  acquire  stock,  In  the 
corporation  making  the  distribution. 

§  1.318  Statutory  provisions;  con - 
structive  ownership  of  stock. 

Sec.  318.  Constructive  ownership  of 
stock — (a)  General  rule.  For  purposes  of 
those  provisions  of  this  subchapter  to  which 
the  rules  contained  in  this  section  are  ex¬ 
pressly  made  applicable — 

(1)  Members  of  family — (A)  In  general. 
An  Individual  shall  be  considered  as  owning 
the  stock  owned,  directly  or  indirectly,  by 
or  for — 

(1)  His  spouse  (other  than  a  spouse  who 
is  legally  separated  from  the  individual  un¬ 
der  a  decree  of  divorce  or  separate  mainte¬ 
nance),  and 

(ii)  His  children,  grandchildren  and 
parents. 

(B)  Effect  of  adoption.  For  purposes  of 
subparagraph  (A)  (ii),  a  legally  adopted 

child  of  an  individual  shall  be  treated  as  a 
child  of  such  individual  by  blood. 

(2)  Partnerships,  estates,  trusts  and  cor¬ 
porations — (A)  Partnerships  and  estates. 
Stock  owned,  directly  or  indirectly,  by  or  for 
a  partnership  or  estate  shall  be  considered 
as  being  owned  proportionately  by  its  part¬ 
ners  or  beneficiaries.  Stock  owned,  directly 
or  indirectly,  by  or  for  a  partner  or  a  bene¬ 
ficiary  of  an  estate  shall  be  considered  as 
being  owned  by  the  partnership  or  estate. 

(B)  Trusts,  'stock  owned,  directly  or  in¬ 
directly,  by  or  for  a  trust  shall  be  consid¬ 
ered  as  being  owned  by  its  beneficiaries  in 
proportion  to  the  actuarial  interest  of  such 
beneficiaries  in  such  trust.  Stock  owned,  di¬ 
rectly  or  indirectly,  by  or  for  a  beneficiary  of 
a  trust  shall  be  considered  as  being  owned 
by  the  trust,  unless  such  beneficiary’s  inter¬ 
est  in  the  trust  is  a  remote  contingent  inter¬ 
est.  For  purposes  of  the  preceding  sentence, 
a  contingent  interest  of  a  beneficiary  in  a 
trust  shall  be  considered  remote  if,  under 
the  maximum  exercise  of  discretion  by  the 
trustee  in  favor  of  such  beneficiary,  the  value 
of  such  interest,  computed  actuarial ly,  is  5 
percent  or  less  of  the  value  of  the  trust  prop¬ 
erty.  Stock  owned,  directly  or  indirectly,  by 
or  for  any  portion  of  a  trust  of  which  a  per¬ 
son  is  considered  the  owner  under  subpart  E 
of  Part  I  of  subchapter  J  (relating  to  grantors 
and  others  treated  as  substantial  owners) 
shall  be  considered  as  being  owned  by  such 
person;  and  such  trust  shall  be  treated  as 
owning  the  stock  owned,  directly  or  indirect¬ 
ly.  by  or  for  that  person.  This  subparagraph 
shall  not  apply  with  respect  to  any  em¬ 
ployees’  trust  described  in  section  401  (a) 
which  is  exempt  from  tax  under  section  501 
(a). 

(C)  Corporations.  If  50  percent  or  more 
in  value  of  the  stock  in  a  corporation  is 
owned,  directly  or  indirectly,  by  or  for  any 
person,  then — 

(i)  Such  person  shall  be  considered  as 
owning  the  stock  owned,  directly  or  indirect¬ 
ly,  by  or  for  that  corporation,  in  that  pro¬ 
portion  which  the  value  of  the  stock  which 
such  person  so  owns  bears  to  the  value 
of  all  the  stock  in  such  corporation;  and 

(ii)  Such  corporation  shall  be  considered 
as  owning  the  stock  owned,  directly  or  in¬ 
directly,  by  or  for  that  person. 

(3)  Options.  If  any  person  has  an  option 
to  acquire  stock,  such  stock  shall  be  consid¬ 
ered  as  owned  by  such  person.  For  pur¬ 
poses  of  this  paragraph,  an  option  to  acquire 
such  an  option,  and  each  one  of  a  series 
of  such  options,  shall  be  considered  as  an 
option  to  acquire  such  stock. 

(4)  Constructive  ownership  as  actual  own¬ 
ership — (A)  In  general.  Except  as  provided 
in  subparagraph  (B),  stock  constructively 
owned  by  a  person  by  reason  of  the  appli¬ 
cation  of  paragraph  (1),  (2),  or  (3)  shall, 
for  purposes  of  applying  paragraph  (1),  (2), 
or  (3),  be  treated  as  actually  owned  by  such 
person. 


(B)  Members  of  family.  Stock  construc¬ 
tively  owned*by  an  individual  by  reason  of 
the  application  of  paragraph  (1)  shall  not 
be  treated  as  owned  by  him  for  purposes  of 
again  applying  paragraph  (1)  in  order  to 
make  another  the  constructive  owner  of  such 
stock. 

(C)  Option  rule  in  lieu  of  family  rule. 
Bov  purposes  of  this  paragraph,  if  stock  may 
be  considered  as  owned  by  an  individual 
under  paragraph  (1)  or  (3),  it  shall  be  con¬ 
sidered  as  owned  by  him  under  paragraph 
(3). 

(b)  Cross  references.  For  provisions  to 
which  the  rules  contained  in  subsection  (a) 
apply,  see — 

(1)  Section  302  (relating  to  redemption 
of  stock); 

(2)  Section  304  (relating  to  redemption 
by  related  corporations); 

(3)  Section  306  (b)  (1)  (A)  (relating  to 
disposition  of  section  306  stock); 

(4)  Section  334  (b)  (3)  (C)  (relating  to 
basis  of  property  received  in  certain  liqui¬ 
dations  of  subsidiaries);  and 

(5)  Section  382  (a)  (3)  (relating  to  spe¬ 
cial  limitations  on  net  operating  loss  carry¬ 
overs). 

§  1.318-1  Constructive  ownership  of 
stock;  introduction,  (a)  For  the  pur¬ 
poses  of  certain  provisions  of  subchapter 
C,  section  318  (a)  provides  that  stock 
owned  by  a  taxpayer  includes  stock  con¬ 
structively  owned  by  such  taxpayer  un¬ 
der  the  rules  set  forth  in  such  section. 
An  individual  is  considered  to  own  the 
stock  owned,  directly  or  indirectly,  by  or 
for  his  spouse  (other  than  a  spouse  who 
is  legally  separated  from  the  individual 
under  a  decree  of  divorce  or  separate 
maintenance),  and  by  or  for  his  chil¬ 
dren,  grandchildren,  and  parents.  Un¬ 
der  section  318  (a)  (2)  constructive 
ownership  rules  are  established  for  part¬ 
nerships  and  partners,  estates  and  bene¬ 
ficiaries,  trusts  and  beneficiaries,  and 
corporations  and  stockholders.  If  any 
person  has  an  option  to  acquire  stock, 
such  stock  is  considered  as  owned  by 
such  person.  The  term  “option”  includes 
an  option  to  acquire  such  an  option  and 
each  of  a  series  of  such  options.  The 
rules  of  section  318  (a)  are  applicable  to 
the  following  sections: 

(1)  Section  302  (relating  to  redemp¬ 
tion  of  stock) ; 

(2)  Section  304  (relating  to  redemp¬ 
tion  by  related  corporations) ; 

(3)  Section  306  (b)  (1)  (A)  (relating 
to  disposition  of  section  306  stock) ; 

(4)  Section  334  (b)  (3)  (C)  (relating 
to  basis  of  property  received  in  certain 
liquidations  of  subsidiaries) ;  and 

(5)  Section  382  (a)  (3)  (relating  to 
special  limitations  on  net  operating  loss 
carryovers). 

Stock  constructively  owned  by  a  person 
'by  reason  of  the  application  of  para¬ 
graph  (1),  (2),  or  (3)  of  section  318  (a) 
is,  for  purposes  of  applying  paragraph 
(1) ,  (2) ,  or  (3)  treated  as  actually  owned 
by  such  person,  except  as  provided  in 
section  318  (a)  (4)  (B)  and  §  1.318-4. 

(b)  In  applying  section  318  (a)  to  de¬ 
termine  the  stock  ownership  of  any  per¬ 
son  for  any  one  purpose — 

(1)  A  corporation  shall  not  be  con¬ 
sidered  to  own  its  own  stock  by  reason 
of  section  318  (a)  (2)  (C)  (ii), 

(2)  In  any  case  in  which  an  amount 
of  stock  owned  by  any  person  may  be  in¬ 
cluded  in  the  computation  more  than 
one  time — 
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(i)  Such  stock  shall  be  used  in  such 
computation  only  once,  and 

(ii)  Such  stock  shall  be  used  in  such 
computation  in  the  manner  in  which  it 
will  impute  to  the  person  concerned  the 
largest  total  stock  ownership,  and 

(3)  In  determining  the  50  percent  re¬ 
quirement  of  section  318  (a)  (2)  (C)  all 
of  the  stock  owned  actually  and  con¬ 
structively  by  the  person  concerned  shall 
be  aggregated. 

§  1.318-2  Application  of  general  rules. 

(a)  The  application  of  paragraph  (b)  of 
§  1.318-1  may  be  illustrated  by  the  fol¬ 
lowing  examples: 

Example  (1).  H,  an  individual,  owns  all 
of  the  stock  of  Corporation  A.  Corporation 
A  is  not  considered  to  own  the  stock  owned 
by  H  in  Corporation  A. 

Example  (2).  A  owns  40  percent  of  the 
Brown  Corporation  and  50  percent  of  the 
Green  Corporation.  Under  section  318  (a) 
(2)  (C),  the  stock  ownership  of  A  in  the 
Brown  Corporation  will  be  limited  to  40  per¬ 
cent  of  such  stock.  No  amount  of  the  stock 
of  the  Brown  Corporation  considered  to  be 
owned  by  the  Green  Corporation  under  sec¬ 
tion  318  (a)  (2)  (C)  (ii)  will  be  considered 
as  owned  by  A  under  section  318  (a)  (2)  (C) 
(i)  since,  under  f  1.318-1  (b)  (2)  (1),  the 
same  stock  shall  not  be  taken  into  account 
twice  in  the  same  computation,  and  pursuant 
to  S  1.318-1  (b)  (2)  (ii),  the  amount  of  stock 
must  be  computed  as  if  actually  owned  by  A 
since  this  will  Impute  to  him  the  largest 
total  stock  ownership.  The  same  result  will 
follow  if  A  is  a  fifty  percent  beneficiary  of  a 
trust  or  a  fifty  percent  partner  in  a  partner¬ 
ship  rather  than  a  50  percent  shareholder  of 
the  Green  Corporation. 

Example  (3).  Two  unrelated  individuals, 
A  and  B,  own  stock  of  a  corporation,  and  are 
also  the  beneficiaries  of  a  trust  or  estate  or 
the  members  of  a  partnership.  In  deter¬ 
mining  the  stock  constructively  owned  by 
A,  the  trust,  estate  or  partnership  is  con¬ 
sidered  as  actually  owning  the  stock  owned 
by  B. 

Example  (4).  H;.  an  individual,  his  wife, 
W,  and  his  son,  S,  each  own  one-third  of  the 
stock  of  the  Green.  Corporation.  For  pur¬ 
poses  of  determining  the  amount  of  stock 
owned  by  H,  W,  or  S  for  the  purpose  of  sec¬ 
tion  318  (a)  (2)  (C),  the  amount  of  stock 
held  by  the  other  members  of  the  family 
shall  be  added  pursuant  to  §  1.318-1  (b)  (3) 
above  in  applying  the  50  percent  require¬ 
ment  of  such  section.  H,  W,  or  S,  as  the  case 
may  be,  is  for  this  purpose  deemed  to  own 
100  percent  of  the  stock  of  the  Green 
Corporation. 

(b)  The  application  of  section  318  (a) 

(1) ,  relating  to  members  of  a  family, 
may  be  illustrated  by  the  following  ex¬ 
ample: 

Example.  An  individual,  H,  his  wife,  W, 
his  son,  S,  and  his  grandson  (S’s  son),  G, 
own  the  100  outstanding  shares  of  stock 
of  a  corporation,  each  owning  25  shares. 
H,  W,  and  S  are  each  considered  as  owning 
100  shares.  G  is  considered  as  owning  only 
50  shares,  that  is,  his  own  and  his  father’s. 

(c)  The  application  of  section  318  (a) 

(2)  relating  to  partnerships,  trusts  and 
corporations  may  be  illustrated  by  the 
following  examples: 

Example  ( 1 ).  A,  an  individual,  has  a  50 
percent  interest  in  a  partnership.  The  part¬ 
nership  owns  50  of  the  100  outstanding  shares 
of  stock  of  a  corporation,  the  remaining  50 
shares  being  owned  by  A.  The  partnership 
is  considered  as  owning  100  shares.  A  is  con¬ 
sidered  as  owning  75  shares. 
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Example  (2).  A  testamentary  trust  owns 
25  of  the  outstanding  100  shares  of  stock  of  a 
corporation.  A,  an  individual,  who  holds  a 
vested  remainder  in  the  trust  having  a  value, 
computed  actuarially  equal  to  4  percent  of 
the  value  of  the  trust  property,  owns  the 
remaining  75  shares.  Since  the  interest  of 
A  in  the  trust  is  a  vested  interest  rather 
than  a  contingent  interest  (whether  or  not 
remote),  the  trust  is  considered  as  owning 
100  shares.  A  is  considered  as  owning  76 
shares. 

Example  (3).  The  facts  are  the  same  as 
in  (2),  above,  except  that  A*s  interest  in  the 
trust  is  a  contingent  remainder.  A  is  con¬ 
sidered  as  owning  76  shares.  However,  since 
A’s  interest  in  the  trust  is  a  remote  con¬ 
tingent  interest,  the  trust  is  not  considered 
as  owning  any  of  the  shares  owned  by  A. 

Example  (4).  A  and  B,  unrelated  in¬ 
dividuals,  own  70  percent  and  30  percent, 
respectively,  in  value  of  the  stock  of  Cor¬ 
poration  M.  Corporation  M  owns  50  of  the 
100  outstanding  shares  of  stock  of  Corpora¬ 
tion  O,  the  remaining  50  shares  being  owned 
by  A.  Corporation  M  is  considered  as  own¬ 
ing  100  shares  of  Corporation  O,  and  A  is 
considered  as  owning  85  shares. 

Example  (5).  A  and  B,  unrelated  indi¬ 
viduals,  own  70  percent  and  30  percent,  re¬ 
spectively,  of  the  stock  of  Corporation  M.  A, 
B  and  Corporation  M  all  own  stock  of  Cor¬ 
poration  O.  Since  B  owns  less  than  50  per¬ 
cent  in  value  of  the  stock  of  Corporation  M, 
neither  B  nor  Corporation  M  constructively 
owns  the  stock  of  Corporation  O  owned  by 
the  other.  However,  for  the  purpose  of  sec¬ 
tion  304  (b)  (1),  304  (c)  (2),  and  382  (a) 
(3) ,  section  318  (a)  (2)  (C)  is  applied  with¬ 
out  regard  to  the  <50  percent  limitation  con¬ 
tained  therein,  and  for  such  purposes,  B 
constructively  owns  the  stock  of  Corporation 
O  owned  by  Corporation  M,  and  Corporation 
M  constructively  owns  the  stock  of  Corpora¬ 
tion  O  owned  by  B.  Therefore,  for  such  pur¬ 
pose,  in  determining  the  stock  constructively 
owned  by  A,  Corporation  M  is  treated  as 
actually  owning  the  stock  of  Corporation  O 
owned  by  B. 

§  1.318-3  Estates,  trusts,  and  options. 

(a)  For  the  purpose  of  applying  section 
318  (a)  relating  to  estates,  property  of  a 
decedent  shall  be  considered  as  owned' 
by  his  estate  if  such  property  is  subject 
to  administration  by  the  executor  or 
adminstrator  for  the  purpose  of  paying 
claims  against  the  estate  and  expenses 
of  administration  notwithstanding  that, 
under  local  law,  legal  title  to  such  prop¬ 
erty  vests  in  the  decedent’s  heirs, 
legatees  or  devisees  immediately  upon 
death.  The  term  “beneficiary”  includes 
any  person  entitled  to  receive  property 
of  a  decedent  pursuant  to  a  will  or  pur¬ 
suant  to  laws  of  descent  and  distribution. 
A  person  shall  no  longer  be  considered 
a  beneficiary  of  an  estate  when  all  the 
property  to  which  he  is  entitled  has  been 
received  by  him,  when  he  no  longer  has 
a  claim  against  the  estate  arising  out  of 
having  been  a  beneficiary,  and  when 
there  is  only  a  remote  possibility  that  it 
will  be  necessary  for  the  estate  to  seek  the 
return  of  property  or  to  seek  payment 
from  him  by  contribution  or  otherwise 
to  satisfy  claims  against  the  estate  or 
expenses  of  administration.  When, 
pursuant  to  the  preceding  sentence,  a 
person  ceases  to  be  a  beneficiary,  stock 
owned  by  him  shall  not  thereafter  be 
considered  owned  by  the  estate,  and 
stock  owned  by  the  estate  shall  not 
thereafter  be  considered  owned  by  him. 
The  application  of  section  318  (a)  relat¬ 
ing  to  estates  may  be  illustrated  by  the 
following  examples: 


Example  (1).  A  decedent’s  estate  own*  50 
of  the  100  outstanding  shares  of  stock  of  cor¬ 
poration  X.  The  remaining  shares  are  owned 
by  three  unrelated  individuals,  A,  B,  and  C 
who  together  own  the  entire  interest  in  the 
estate.  A  owns  12  shares  of  stock  of  Corpo- 
ration  X  directly  and  is  entitled  to  50  per- 
cent  of  the  estate.  B  owns  18  shares  directly 
and  has  a  life  estate  in  the  remaining  so 
percent  of  the  estate.  C  owns  20  share* 
directly  and  also  owns  the  remainder  in- 
terest  after  B’s  life  estate.  Under  these 
circumstances,  the  estate  is  considered  at 
owning  80  shares  of  the  stock  of  Corporation 
X;  50  shares  directly,  12  shares  constructively 
through  A,  and  18  shares  constructively 
through  B.  A  is  considered  as  owning  46 
shares  of  the  stock  of  Corporation  X;  12 
shares  directly  and  34  shares  constructively 
(50  percent  of  the  50  shares  owned  directly 
by  the  estate  and  50  percent  of  the  18  shares 
owned  constructively  by  the  estate  through 
B).  B  is  considered  as  owning  49  shares  of 
the  stock  of  Corporation  X;  18  shares  directly 
and  31  shares  constructively  (50  percent  of 
the  50  shares  owned  directly  by  the  estate 
and  50  percent  of  the  12  shares  owned  con¬ 
structively  by  the  estate  through  A).  C  Is 
considered  as  owning  20  shares  directly  and 
no  shares  constructively.  C  is  not  consid¬ 
ered  a  beneficiary  of  the  estate  under  section 
318  (a)  since  he  has  no  direct  present  inter¬ 
est  in  the  property  held  by  the  estate  nor  in 
the  income  produced  by  such  property. 

Example  (2).  Under  the  will  of  A,  Black- 
acre  is  left  to  B  for  life,  remainder  to  C,  an 
unrelated  individual.  The  residue  of  the 
estate  consisting  of  stock  of  a  corporation  Is 
left  to  D.  B  and  D  are  beneficiaries  of  the 
estate  under  section  318  (a).  C  is  not  con- 
sidered  a  beneficiary  since  he  has  no  direct 
present  interest  in  Blackacre  nor  in  the  in¬ 
come  produced  by  such  property.  The  stock 
owned  by  the  estate  is  considered  as  owned 
proportionately  by  B  an  D. 

(b)  For  the  purpose  of  section  318  (a) 
(2)  (B)  stock  owned  by  a  trust  will  be 
considered  as  being  owned  by  its  bene¬ 
ficiaries  only  to  the  extent  of  the  inter¬ 
est  of  such  beneficiaries  in  the  trust 
Accordingly,  the  interest  of  income 
beneficiaries,  remainder  beneficiaries, 
and  other  beneficiaries  will  be  computed 
on  an  actuarial  basis.  Thus,  if  a  trust 
owns  100  percent  of  the  stock  of  Corpo¬ 
ration  A,  and  if,  on  an  actuarial  basis, 
W’s  life  interest  in  the  trust  is  15  per¬ 
cent,  Y’s  life  interest  is  25  percent,  and 
Z’s  remainder  interest  is  60  percent,  un¬ 
der  this  provision  W  will  be  considered 
to  be  the  owner  of  15  percent  of  the  stock 
of  Corporation  A,  Y  will  be  considered  to 
be  the  owner  of  25  percent  of  such  stock, 

<  and  Z  will  be  considered  to  be  the  owner 
of  60  percent  of  such  stock. 

(c)  The  application  of  section  318  (a) 
relating  to  options  may  be  illustrated  by 
the  following  example: 

Example.  A  and  B,  unrelated  individuals, 
own  all  of  the  100  outstanding  shares  c i 
stock  of  a  corporation,  each  owning  50  shares. 
A  has  an  option  to  acquire  25  of  B’s  shares 
and  has  an  option  to  acquire  a  further  op¬ 
tion  to  acquire  the  remaining  25  of  B’s  shares. 
A  is  considered  as  owning  the  entire  100 
shares  of  stock  of  the  corporation. 

§  1.318-4  Constructive  family  owner - 
ship.  An  exception  concerning  the 
treatment  of  constructive  ownership  as 
actual  ownership  is  provided  in  section 
318  (a)  (4)  (B)  with  respect  to  stock 
constructively  owned  by  reason  of  own¬ 
ership  by  a  member  of  a  family.  This 
exception  is  intended  to  make  clear  that 
unless  the  stock  is  directly  attributable 
to  the  individual  whose  stock  ownership 
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is  in  question,  the  constructive  owner¬ 
ship  rules  of  section  318  (a)  (1)  are  not 
applicable.  Thus,  for  example,  if  P  and 
his  two  sons,  A  and  B,  each  own  one- 
third  of  the  stock  of  a  corporation,  under 
section  318  (a)  ( 1 ) ,  A  is  treated  as  own¬ 
ing  constructively  the  stock  owned  by 
his  father  but  is  not  treated  as  owning 
the  stock  owned  by  B.  Section  318  (a) 
(4)  (B)  prevents  the  attribution  of  the 
stock  of  one  brother  through  the  father 
to  the  other  brother,  an  attribution  be¬ 
yond  the  scope  of  section  318  (a)  (1) 
directly. 

CORPORATE  LIQUIDATIONS 

Effects  on  Recipients 

§  1.331  Statutory  provisions;  gain  or 
loss  to  shareholders  in  corporate  liquida¬ 
tions. 

Sec.  331.  Gain  or  loss  to  shareholders  in 
corporate  liquidations — (a)  General  rule — 

(1)  Complete  liquidations.  Amounts  dis¬ 
tributed  in  complete  liquidation  of  a  corpo¬ 
ration  shall  be  treated  as  in  full  payment  in 
exchange  for  the  stock. 

(2)  Partial  liquidations.  Amounts  dis¬ 
tributed  in  partial  liquidation  of  a  corpora¬ 
tion  (as  defined  in  section  346)  shall  be 
treated  as  in  part  or  full  payment  in  ex¬ 
change  for  the  stock. 

(b)  Nonapplication  of  section  301.  Sec¬ 
tion  301  (relating  to  effects  on  shareholder 
of  distributions  of  property)  shall  not  apply 
to  any  distribution  of  property  in  partial  or 
complete  liquidation. 

(c)  Cross  references.  (1)  For  general  rule 
for  determination  of  the  amount  of  gain  or 
loss  to  the  distributee,  see  section  1001. 

(2)  For  general  rule  for  determination  of 
the  amount  of  gain  or  loss  recognized,  see 
section  1002. 

§  1.331-1  Corporate  liquidations,  (a) 
Section  331  contains  rules  governing  the 
extent  to  which  gain  or  loss  is  recognized 
to  a  shareholder  receiving  a  distribu¬ 
tion  in  complete  or  partial  liquidation 
of  a  corporation.  Under  section  331  (a) 
(1),  it  is  provided  that  amounts  distrib¬ 
uted  in  complete  liquidation  of  a  cor¬ 
poration  shall  be  treated  as  in  full  pay¬ 
ment  in  exchange  for  the  stock.  Under 
section  331  (a)  (2),  it  is  provided  that 
amounts  distributed  in  partial  liquida¬ 
tion  of  a  corporation  shall  be  treated 
as  in  full  or  part  payment  in  exchange 
for  the  stock.  For  this  purpose,  the 
term  “partial  liquidation”  shall  have  the 
meaning  ascribed  in  section  346.  If  sec¬ 
tion  331  is  applicable  to  the  distribution 
of  property  by  a  corporation,  section  301 
(relating  to  the  effects  on  a  shareholder 
of  distributions  of  property)  has  no 
application. 

(b)  The  gain  or  loss  to  a  shareholder 
from  a  distribution  in  partial  or  com¬ 
plete  liquidation  is  to  be  determined  un¬ 
der  section  1001  by  comparing  the 
amount  of  the  distribution  with  the  cost 
or  other  basis  of  the  stock.  The  gain  or 
loss  will  be  recognized  to  the  extent  pro¬ 
vided  in  section  1002  and  will  be  subject 
to  the  provisions  of  sections  1201-1223. 

(c)  A  liquidation  which  is  followed  by 
&  transfer  to  another  corporation  of  all 
or  part  of  the  assets  of  the  liquidating 
corporation  or  which  is  preceded  by  such 
a  transfer  may,  however,  have  the  effect 
of  the  distribution  of  a  dividend  or  of  a 
transaction  in  which  no  loss  is  recognized 
and  gain  is  recognized  only  to  the  extent 
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of  “other  property.’*  See  sections  301 
and  356. 

(d)  In  every  case  in  which  a  share¬ 
holder  transfers  stock  in  exchange  for 
property  to  the  corporation  which  issued 
such  stock,  the  facts  and  circumstances 
shall  be  reported  on  his  return  unless  the 
property  is  part  of  a  distribution  made 
pursuant  to  a  corporate  resolution  recit¬ 
ing  that  the  distribution  is  made  in  liqui¬ 
dation  of  the  corporation  and  the  cor¬ 
poration  is  completely  liquidated  and 
dissolved  within  one  year  after  the 
distribution.  See  section  6043  for  re¬ 
quirements  relating  to  returns  by  cor-r 
porations. 

(e)  The  provisions  of  this  section  may 
be  illustrated  by  the  following  example: 

Example.  A,  an  individual  who  makes 
his  income  tax  returns  on  the  calendar  year 
basis,  owns  20  shares  of  stock  of  the  P 
Corporation,  a  domestic  corporation,  10 
shares  of  which  were  acquired  in  1951  at 
a  cost  of  $1,500  and  the  remainder  of  10 
shares  in  December  1954  at  a  cost  of  $2,900. 
He  receives  in  April  1955  a  distribution  of 
$250  per  share  in  complete  liquidation,  or 
$2,500  on  the  10  shares  acquired  in  1951, 
and  $2,500  on  the  10  shares  acquired  in 
December  1954.  The  gain  of  $1,000  on  the 
shares  acquired  in  1951  is  a  long-term  capi¬ 
tal  gain  to  be  treated  as  provided  in  sections 
1201  through  1223.  The  loss  of  $400  on  the 
shares  acquired  in  1954  is  a  short-term  capi¬ 
tal  loss  to  be  treated  as  provided  in  sections 
1201  through  1223. 

§  1.332  Statutory  provisions;  com¬ 
plete  liquidations  of  subsidiaries. 

Sec.  332.  Complete  liquidations  of  subsid¬ 
iaries — (a)  General  rule.  No  gain  or  loss 
shall  be  recognized  on  the  receipt  by  a 
corporation  of  property  distributed  in  com¬ 
plete  liquidation  of  another  corporation. 

(b)  Liquidations  to  which  section  applies. 
For  purposes  of  subsection  (a),  a  distribu¬ 
tion  shall  be  considered  to  be  in  complete 
liquidation  only  if — 

(1)  The  corporation  receiving  such  prop¬ 
erty  was,  on  the  date  of  the  adoption  of 
the  plan  of  liquidation,  and  has  continued 
to  be  at  all  times  until  the  receipt  cf  the 
property,  the  owner  of  stock  (in  such  other 
corporation)  possessing  at  least  80  percent 
of  the  total  combined  voting  power  of  all 
clasces  of  stock  entitled  to  vote  and  the 
owner  of  at  least  80  percent  of  the  total  num¬ 
ber  of  shares  of  all  other  classes  of  stock 
(except  nonvoting  stock  which  is  limited 
and  preferred  as  to  dividends);  and  either 

(2)  The  distribution  is  by  such  other  cor¬ 
poration  in  complete  cancellation  or  re¬ 
demption  of  all  its  stock,  and  the  transfer 
of  all  the  property  occurs  within  the  tax¬ 
able  year;  in  such  case  the  adoption  by  the 
shareholders  of  the  resolution  under  which 
is  authorized  the  distribution  of  all  the 
assets  of  such  corporation  in  complete  can¬ 
cellation  or  redemption  of  all  its  stock  shall 
be  considered  an  adoption  of  a  plan  of  liqui¬ 
dation,  even  though  no  time  for  the  comple¬ 
tion  of  the  transfer  of  the  property  is  speci¬ 
fied  in  such  resolution;  or 

(3)  Such  distribution  is  one  of  a  series  of 
distributions  by  such  other  corporation  in 
complete  cancellation  or  redemption  of  all 
its  stock  in  accordance  with  a  plan  of  liqui¬ 
dation  under  which  the  transfer  of  all  the 
property  under  the  liquidation  is  to  be  com¬ 
pleted  within  3  years  from  the  close  of  the 
taxable  year  during  which  is  made  the  first 
of  the  series  of  distributions  under  the  plan, 
except  that  if  such  transfer  is  not  completed 
within  such  period,  or  if  the  taxpayer  does 
not  continue  qualified  under  paragraph  (1) 
until  the  completion  of  such  transfer,  no 
distribution  under  the  plan  shall  be  con- 
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sidered  a  distribution  in  complete  liquida¬ 
tion. 

If  such  transfer  of  all  the  property  does  not 
occur  within  the  taxable  year,  the  Secretary 
or  his  delegate  may  require  of  the  taxpayer 
such  bond,  or  waiver  of  the  statute  of  limi¬ 
tations  on  assessment  and  collection,  or  both, 
as  he  may  deem  necessary  to  insure,  if  the 
transfer  of  the  property  is  not  completed 
within  such  3 -year  period,  or  if  the  taxpayer 
does  not  continue  qualified  under  paragraph 
(1)  until  the  completion  of  such  transfer, 
the  assessment  and  collection  of  all  income 
taxes  then  imposed  by  law  for  such  taxable 
year  or  subsequent  taxable  years,  to  the  ex¬ 
tent  attributable  to  property  so  received.  A 
distribution  otherwise  constituting  a  dis¬ 
tribution  in  complete  liquidation  within  the 
meaning  of  this  subsection  shall  not  be  con¬ 
sidered  as  not  constituting  such  a  distribu¬ 
tion  merely  because  it  does  not  constitute 
a  distribution  or  liquidation  within  the 
meaning  of  the  corporate  law  under  .which 
the  distribution  is  made;  and.  for  purposes 
of  this  subsection  a  transfer  of  property  of 
such  other  corporation  to  the  taxpayer  shall 
not  be  considered  as  not  constituting  a  dis¬ 
tribution  (or  one  of  a  series  of  distributions) 
in  complete  cancellation  or  redemption  of  all 
the  stock  of  such  other  corporation,  merely 
because  the  carrying  out  of  the  plan  involves 
(A)  the  transfer  under  the  plan  to  the  tax¬ 
payer  by  such  other  corporation  of  property, 
not  attributable  to  shares  owned  by  the  tax¬ 
payer,  on  an  exchange  described  in  section 
361,  and  (B)  the  complete  cancellation  or 
redemption  under  the  plan,  as  a  result  of 
exchanges  described  in  section  354,  of  the 
shares  not  owned  by  the  taxpayer. 

(c)  Special  rule  for  indebtedness  of  sub¬ 
sidiary  to  parent.  If — 

(1)  A  corporation  is  liquidated  and  sub¬ 
section  (a)  applies  to  such  liquidation,  and 

(2)  On  the  date  of  the  adoption  of  the 
plan  of  liquidation,  such  corporation  was 
indebted  to  the  corporation  which  meets  the 
80  percent  stock  ownership  requirements 
specified  in  subsection  (b), 

then  no  gain  or  loss  shall  be  recognized  to 
the  corporation  so  indebted  because  of  the 
transfer  of  property  in  satisfaction  of  such 
indebtedness. 

§  1.332-1  Distributions  in  liquidation 
of  subsidiary  corporation;  general.  Un¬ 
der  the  general  rule  prescribed  by  section 

331  for  the  treatment  of  distributions  in 
liquidation  of  a  corporation,  amounts 
received  by  one  corporation  in  complete 
liquidation  of  another  corporation  are 
treated  as  in  full  payment  in  exchange 
for  stock  in  such  other  corporation,  and 
gain  or  loss  from  the  receipt  of  such 
amounts  is  to  be  determined  as  provided 
in  section  1001.  Section  332  excepts 
from  the  general  rule  property  received, 
under  certain  specifically  described  cir¬ 
cumstances,  by  one  corporation  as  a  dis¬ 
tribution  in  complete  liquidation  of  the 
stock  of  another  corporation  and  pro¬ 
vides  for  the  nonrecognition  of  gain  or 
loss  in  those  cases  which  meet  the  stat¬ 
utory  requirements.  Section  367  places 
a  limitation  on  the  application  of  section 

332  in  the  case  of  foreign  corporations. 
See  section  334  (b)  for  the  basis  for  de¬ 
termining  gain  or  loss  from  the  subse¬ 
quent  sale  of  property  received  upon 
complete  liquidations  such  as  described 
in  this  section.  See  section  453  (d)  (4) 
(A)  relative  to  distribution  of  install¬ 
ment  obligations  by  subsidiary. 

§  1.332-2  Requirements  for  nonrecog¬ 
nition  of  gain  or  loss.  (a>  The  non¬ 
recognition  of  gain  or  loss  is  limited  to 
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the  receipt  of  such  property  by  a  corpo¬ 
ration  which  is  the  actual  owner  of  stock 
(in  the  liquidating  corporation)  pos¬ 
sessing  at  least  80  percent  of  the  total 
combined  voting  power  of  all  classes  of 
stock  entitled  *to  vote  and  the  owner  of 
at  least  80  percent  of  the  total  number 
of  shares  of  all  other  classes  of  stock 
(except  nonvoting  stock  which  is  limited 
and  preferred  as  to  dividends).  The 
recipient  corporation  must  have  been 
the  owner  of  the  specified  amount  of 
such  stock  on  the  date  of  the  adoption 
of  the  plan  of  liquidation  and  have  con¬ 
tinued  so  to  be  at  all  times  until  the 
receipt  of  the  property.  If  the  recipient 
corporation  does  not  continue  qualified 
with  respect  to  the  ownership  of  stock 
of  the  liquidating  corporation  and  if  the 
failure  to  continue  qualified  occurs  at 
any  time  prior  to  the  completion  of  the 
transfer  of  all  the  property,  the  provi¬ 
sions  for  the  nonrecognition  of  gain  or 
loss  do  not  apply  to  any  distribution  re¬ 
ceived  under  the  plan. 

(b)  Section  332  applies  only  to  those 
cases  in  which  the  recipient  corporation 
receives  at  least  partial  payment  for  the 
stock  which  it  owns  in  the  liquidating 
corporation-  If  section  332  is  not  appli¬ 
cable,  see  section  165  (g)  relative  to  al¬ 
lowance  of  losses  on  worthless  securities. 

(c)  To  constitute  a  distribution  in 
complete  liquidation  within  the  mean¬ 
ing  of  section  332,  the  distribution  must 
be  (1)  made  by  the  liquidating  corpo¬ 
ration  in  complete  cancellation  or  re¬ 
demption  of  all  of  its  stock  in  accordance 
with  a  plan  of  liquidation,  or  (2)  one 
of  a  series  of  distributions  in  complete 
cancellation  or  redemption  of  all  its 
stock  in  accordance  with  a  plan  of  liqui¬ 
dation.  Where  there  is  more  than  one 
distribution,  it  is  essential  that  a  status 
of  liquidation  exist  at  the  time  the  first 
distribution  is  made  under  the  plan  and 
that  such  status  continue  until  the 
liquidation  is  completed.  Liquidation  is 
completed  when  the  liquidating  corpora¬ 
tion  and  the  receiver  or  trustees  in  liqui¬ 
dation  are  finally  divested  of  all  the 
property  (both  tangible  and  intangible). 
A  status  of  liquidation  exists  when  the 
corporation  ceases  to  be  a  going  concern 
and  its  activities  are  merely  for  the  pur¬ 
pose  of  winding  up  its  affairs,  paying  its 
debts,  and  distributing  any  remaining 
balance  to  its  shareholders.  A  liquida¬ 
tion  may  be  completed  prior  “to  the  ac¬ 
tual  dissolution  of  the  liquidating  cor¬ 
poration.  However,  legal  dissolution  of 
the  corporation  is  not  required.  Nor  will 
the  mere  retention  of  a  nominal  amount 
of  assets  for  the  sole  purpose  of  pre¬ 
serving  the  corporation’s  legal  existence 
disqualify  the  transaction.  (See  §  39.22 
(a) -20  of  Regulations  118  (26  CFR 
(1939),  1953  revision,  §  39.22  (a)-20).) 

(d)  If  a  transaction  constitutes  a  dis¬ 
tribution  in  complete  liquidation  within 
the  meaning  of  the  Internal  Revenue 
Code  of  1954  and  satisfies  the  require¬ 
ments  of  section  332,  it  is  not  material 
that  it  is  otherwise  described  under  the 
local  law.  If  a  liquidating  corporation 
distributes  all  of  its  property  in  complete 
liquidation  and  if  pursuant  to  the  plan 
for  such  complete  liquidation  a  corpora¬ 
tion  owning  the  specified  amount  of 
stock  in  the  liquidating  corporation  re¬ 
ceives  property  constituting  amounts 
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distributed  in  complete  liquidation  with¬ 
in  the  meaning  of  the  Code  and  also  re¬ 
ceives  other  property  attributable  to 
shares  not  owned  by  it,  the  transfer  of 
the  property  to  the  recipient  corporation 
shall  not  be  treated,  by  reason  of  the 
receipt  of  such  other  property,  as  not 
being  a  distribution  (or  one  of  a  series 
of  distributions)  in  complete  cancella¬ 
tion  or  redemption  of  all  of  the  stock  of 
the  liquidating  corporation  within  the 
meaning  of  section  332,  even  though  for 
purposes  of  those  provisions  relating  to 
corporate  reorganizations  the  amount 
received  by  the  recipient  corporation  in 
excess  of  its  ratable  share  is  regarded 
as  acquired  upon  the  issuance  of  its 
stock  or  securities  in  a  tax-free  exchange 
as  described  in  section  361  and  the  can¬ 
cellation  or  redemption  of  the  stock  not 
owned  by  the  recipient  corporation  is 
treated  as  occurring  as  a  result  of  a  tax- 
free  exchange  described  in  section  354. 

(e)  The  application  of  these  rules  may 
be  illustrated  by  the  following  example: 

Example.  On  September  1,  1954,  the  M 
Corporation  had  outstanding  capital  stock 
consisting  of  3,000  shares  of  common  stock, 
par  value  $100  la  share,  and  1,000  shares  of 
preferred  stock,  par  value  $100  a  share,  which 
preferred  stock  was  limited  and  preferred 
as  to  dividends  and  had  no  voting  rights. 
On  that  date,  and  thereafter  until  the  date 
of  dissolution  of  the  M  Corporation,  the  O 
Corporation  owned  2,500  shares  of  common 
stock  of  the  M  Corporation.  By  statutory 
merger  consummated  on  October  1,  1954, 
pursuant  to  a  plan  of  liquidation  adopted 
on  September  1,  1954,  the  M  Corporation  was 
merged  into  the  O  Corporation,  the  O  Cor¬ 
poration  under  the  plan  issuing  stock  which 
was  received  by  the  other  holders  of  the  stock 
of  the  M  Corporation.  The  receipt  by  the  O 
Corporation  of  the  properties  of  the  M  Cor¬ 
poration  is  a  distribution  received  by  the  O 
Corporation  in  complete  liquidation  of  the 
M  Corporation  within  the  meaning  of  sec¬ 
tion  332,  and  no  gain  or  loss  is  recognized  as 
the  result  of  the  receipt  of  such  properties. 

§  1.332-3  Liquidations  completed 
within  one  taxable  year.  If  in  a  liqui¬ 
dation  completed  within  one  taxable 
year  pursuant  to  a  plan  of  complete 
liquidation,  distributions  in  complete 
liquidation  are  received  by  a  corpora¬ 
tion  which  owns  the  specified  amount  of 
.  stock  in  the  liquidating  corporation  and 
which  continues  qualified  with  respect 
to  the  ownership  of  such  stock  until  the 
transfer  of  all  the  property  within  such 
year  is  completed  (see  §  1.332-2  (a)), 
then  no  gain  or  loss  shall  be  recognized 
with  respect  to  the  distributions  received 
by  the  recipient  corporation.  In  such 
case  no  waiver  or  bond  is  required  of 
the  recipient  corporation  under  section 
332. 

§  1.332-4  Liquidations  covering  more 
than  one  taxable  year,  (a)  If  the  plan 
of  liquidation  is  consummated  by  a  series 
of  distributions  extending  over  a  period 
of  more  than  one  taxable  year,  the  non¬ 
recognition  of  gain  or  loss  with  respect 
to  the  distributions  in  liquidation  shall, 
in  addition  Xo  the  requirements  of 
§  1.332-2,  be  subject  to  the  following  re¬ 
quirements: 

(1)  In  order  for  the  distribution  in 
liquidation  to  be  brought  within  the  ex¬ 
ception  provided  in  section  332  to  the 
general  "Tule  for  computing  gain  or  loss 
with  respect  to  amounts  received  in 


liquidation  of  a  corporation,  the  entii* 
property  of  the  corporation  shall  be 
transferred  in  accordance  with  a  plan  of 
liquidation,  which  plan  shall  include  a 
statement  showing  the  period  within 
which  the  transfer  of  the  property  of  the 
liquidating  corporation  to  the  recipient 
corporation  is  to  be  completed.  The 
transfer  of  all  the  property  under  the 
liquidation  must  be  completed  within 
three  years  from  the  close  of  the  taxable 
year  during  which  is  made  the  first  of 
the  series  of  distributions  under  the  plan. 

(2)  For  each  of  the  taxable  years 
which  falls  wholly  or  partly  within  the 
period  of  liquidation,  the  recipient 
corporation  shall,  at  the  time  of  filing 
its  return,  file  with  the  district  director  of 
internal  revenue  a  waiver  of  the  statute 
of  limitations  on  assessment.  The  waiv¬ 
er  shall  be  executed  on  such  form  as 
may  be  prescribed  by  the  Commissioner 
and  shall  extend  the  period  of  assess¬ 
ment  of  all  income  and  profits  taxes  for 
each  such  year  to  a  date  not  earlier  than 
one  year  after  the  last  date  of  the  period 
for  assessment  of  such  taxes  for  the  last 
taxable  year  in  which  the  transfer  of  the 
property  of  such  liquidating  corporation 
to  the  controlling  corporation  may  be 
completed  in  accordance  with  section 
332.  Such  waiver  shall  also  contain 
such  other  terms  with  respect  to  as¬ 
sessment  as  may  be  considered  by  the 
Commissioner  to  be  necessary  to  insure 
the  assessment  and  collection  of  the 
correct  tax  liability  for  each  year  within 
the  period  of  liquidation. 

(3)  For  each  of  the  taxable  years 
which  falls  wholly  or  partly  within  the  j 
period  of  liquidation,  the  recipient  cor¬ 
poration  may  be  required  to  file  a  bond, 
the  amount  of  which  shall  be  fixed  by  the 
district  director  of  internal  revenue. 
The  bond  shall  contain  all  terms  speci¬ 
fied  by  the  Commissioner,  including  pro¬ 
visions  unequivocally  assuring  prompt 
payment  of  the  excess  of  income  and 
profits  taxes  (plus  penalty,  if  any,  and 
interest)  as  computed  by  the  district 
director  without  regard  to  the  provisions 
of  sections  332  and  334  (b)  over  such 
taxes  computed  with  regard  to  such  pro¬ 
visions,  regardless  of  whether  such  ex¬ 
cess  may  or  may  not  be  made  the  subject 
of  a  notice  of  deficiency  under  section 
6212  and  regardless  of  whether  it  may 
or  may  not  be  assessed.  Any  bond  re¬ 
quired  under  section  332  shall  have  such 
surety  or  sureties  as  the  Commissioner 
may  require.  However,  see  6  U.  S.  C.  15, 
providing  that  where  a  bond  is  required 
by  law  or  regulations,  in  lieu  of  .surety  or 
sureties  there  may  be  deposited  bonds  or 
notes  of  the  United  States.  Only  surety 
companies  holding  certificates  of  au¬ 
thority  from  the  Secretary  as  acceptable 
sureties  on  Federal  bonds  will  be  ap¬ 
proved  as  sureties.  The  bonds  shall  be 
executed  in  triplicate  so  that  the  Com¬ 
missioner,  the  taxpayer,  and  the  surety 
or  the  depositary  may  each  have  a  copy. 
On  and  after  September  1,  1953,  the 
functions  of  the  Commissioner  with  re¬ 
spect  to  such  bonds  shall  be  performed 
by  the  district  director  of  internal  reve¬ 
nue  for  the  internal  revenue  district  in 
which  the  return  was  filed  and  any  bond 
filed  on  or  after  such  date  shall  be  filed 
with  such  district  director. 
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(b)  Pending  the  completion  of  the 
liquidation,  if  there  is  a  compliance  with 
subparagraphs  (1),  (2),  and  (3)  of  para¬ 
graph  (a)  of  this  section  and  §  1.332-2 
with  respect  to  the  nonrecognition  of 
gain  or  loss,  the  income  and  profits  tax 
liability  of  the  recipient  corporation  for 
each  of  the  years  covered  in  whole  or  in 
part  by  the  liquidation  shall  be  deter¬ 
mined  without  the  recognition  of  any 
gain  or  loss  on  account  of  the  receipt  of 
the  distributions  in  liquidation.  In  such 
determination,  the  basis  of  the  property 
or  properties  received  by  the  recipient 
corporation  shall  be  determined  in  ac¬ 
cordance  with  section  334  (b).  How¬ 
ever,  if  the  transfer  of  the  property  is 
not  completed  within  the  three-year  pe¬ 
riod  allowed  by  section  332  or  if  the 
recipient  corporation  does  not  continue 
qualified  with  respect  to  the  ownership 
of  stock  of  the  liquidating  corporation 
as  required  by  that  section,  gain  or  loss 
shall  be  recognized  with  respect  to  each 
distribution  and  the  tax  liability  for  each 
of  the  years  covered  in  whole  or  in  part 
by  the  liquidation  shall  be  recomputed 
without  regard  to  the  provisions  of  sec¬ 
tion  332  or  section  334  (b)  and  the 
amount  of  any  additional  tax  due  upon 
such  recomputation  shall  be  promptly 
paid. 

§  1.332-5  Distributions  in  liquidation 
as  affecting  minority  interests.  Upon 
the  liquidation  of  a  corporation  in  pur¬ 
suance  of  a  plan  of  complete  liquidation, 
the  gain  or  loss  of  minority  shareholders 
shall  be  determined  without  regard  to 
section  332,  since  it  does  not  apply  to  that 
part  of  distributions  in  liquidation  re¬ 
ceived  by  minority  shareholders. 

§  1.332-6  Records  to  be  kept  and  in¬ 
formation  to  be  filed  with  return,  (a) 
Permanent  records  in  substantial  form 
shall  be  kept  by  every  corporation  re¬ 
ceiving  distributions  in  complete  liqui¬ 
dation  within  the  exception  provided  in 
section  332  showing  the  information  re¬ 
quired  by  this  section  to  be  submitted 
with  its  return.  The  plan  of  liquidation 
must  be  adopted  by  each  of  the  corpora¬ 
tions  parties  thereto;  and  the  adoption 
must  be  shown  by  the  acts  of  its  duly 
constituted  responsible  officers,  and  ap¬ 
pear  upon  the  official  records  of  each 
such  corporation. 

(b)  For  the  taxable  year  in  which  the 
liquidation  occurs,  or,  if  the  plan  of  liqui¬ 
dation  provides  for  a  series  of  distribu¬ 
tions  over  a  period  of  more  than  one 
year,  for  each  taxable  year  in  which  a 
distribution  is  received  under  the  plan 
the  recipient  must  file  with  its  return  a 
complete  statement  of  all  facts  pertinent 
to  the  nonrecognition  of  gain  or  loss,  in¬ 
cluding — 

•  (1)  A  certified  copy  of  the  plan  for 

complete  liquidation,  and  of  the  resolu¬ 
tions  under  which  the  plan  was  adopted 
and  the  liquidation  was  authorized,  to¬ 
gether  with  a  statement  under  oath 
showing  in  detail  all  transactions  inci¬ 
dent  to,  or  pursuant  to,  the  plan. 

<2)  a  list  of  all  the  properties  re¬ 
ceived  upon  the  distribution,  showing 
the  cost  or  other  basis  of  such  properties 
w  the  liquidating  corporation  at  the 
date  of  distribution  and  the  fair  market 
yalue  of  such  properties  on  the  date  dis¬ 
tributed. 


(3)  A  statement  of  any  indebtedness 
of  the  liquidating  corporation  to  the 
recipient  corporation,  on  the  date  the 
plan  of  liquidation  was  adopted  and  on 
the  date  of  the  first  liquidating  distribu¬ 
tion.  If  any  such  indebtedness  was  ac¬ 
quired  at  less  than  face  value,  the  cost 
thereof  to  the  recipient  corporation 
must  also  be  shown. 

(4)  A  statement  as  to  its  ownership 
of  all  classes  of  stock  of  the  liquidating 
corporation  (showing  as  to  each  class 
the  number  of  shares  and  percentage 
owned  and  the  voting  power  of  each 
share)  as  of  the  date  of  the  adoption 
of  the  plan  of  liquidation,  and  at  all 
times  since,  to  and  including  the  date 
of  the  distribution  in  liquidation.  The 
cost  or  other  basis  of  such  stock  and  the 
date  or  dates  on  which  purchased  must 
also  be  shown. 

§  1.332-7  Indebtedness  of  subsidiary 
to  parent.  If  section  332  (a)  is  ap¬ 
plicable  to  the  receipt  of  the  subsidiary’s 
property  in  complete  liquidation,  then 
no  gain  or  loss  shall  be  recognized  to  the 
subsidiary  upon  the  transfer  of  such 
properties  even  though  some  of  the 
properties  are  transferred  in  satisfac¬ 
tion  of  the  subsidiary’s  indebtedness  to 
its  parent.  However,  any  gain  or  loss 
realized  by  the  parent  corporation  on 
such  satisfaction  of  indebtedness,  sh&ll 
be  recognized  to  the  parent  corporation 
at  the  time  of  the  liquidation.  For  ex¬ 
ample,  if  the  parent  corporation  pur¬ 
chased  its  subsidiary’s  bonds  at  a  dis¬ 
count  and  upon  liquidation  of  the  sub¬ 
sidiary  the  parent  corporation  receives 
payment  for  the  face  amount  of  such 
bonds,  gain  shall  be  recognized  to  the 
parent  corporation.  Such  gain  shall  be 
measured  by  the  difference  between  the 
cost  or  other  basis  of  the  bonds  to  the 
parent  and  the  amount  received  in  pay¬ 
ment  of  the  bonds. 

§  1.333  Statutory  provisions;  election 
as  to  recognition  of  gain  in  certain  liqui¬ 
dations. 

Sec.  338.  Election  as  to  recognition  of  gain 
in  certain  liquidations — (a)  General  rule. 
In  the  case  of  property  distributed  in  com¬ 
plete  liquidation  of  a  domestic  corporation 
(other  than  a  collapsible  corporation  to 
which  section  341  (a)  applies),  if — 

(1)  The  liquidation  is  made  in  pursuance 
of  a  plan  of  liquidation  adopted  on  or  after 
June  22,  1954,  and 

(2)  The  distribution  is  in  complete  can¬ 
cellation  or  redemption  of  all  the  stock,  and 
the  transfer  of  all  the  property  under  the 
liquidation  occurs  within  some  one  calendar 
month, 

then  in  the  case  of  each  qualified  electing 
shareholder  (as  defined  in  subsection  (c) ) 
gain  on  the  shares  owned  by  him  at  the  time 
of  the  adoption  of  the  plan  of  liquidation 
shall  be  recognized  only  to  the  extent  pro¬ 
vided  in  subsections  (e)  and  (f). 

(b)  Excluded  corporation.  For  purposes 
of  this  section,  the  term  “excluded  corpora¬ 
tion”  means  a  corporation  which  at  any  time 
between  January  1,  1954,  and  the  date  of  the 
adoption  of  the  plan  of  liquidation,  both 
dates  inclusive,  was  the  owner  of  stock  pos¬ 
sessing  50  percent  or  more  of  the  total  com¬ 
bined  voting  power  of  all  classes  of  stock  en¬ 
titled  to  vote  on  the  adoption  of  such  plan. 

(c)  Qualified  electing  shareholders.  For 
purposes  of  this  section,  the  term  “qualified 
electing  shareholder”  means  a  shareholder 
(other  than  an  excluded  corporation)  of  any 
class  of  stock  (whether  or  not  entitled  to 


vote  on  the  adoption  of  the  plan  of  liquida¬ 
tion)  who  is  a  shareholder  at  the  time  of  the 
adoption  of  such  'plan,  and  whose  written 
election  to  have  the  benefits  of  subsection 
(a)  has  been  made  and  filed  in  accordance 
with  subsection  (d),  but — 

(1)  In  the  case  of  a  shareholder  other 
than  a  corporation,  only  if  written  elections 
have  been  so  filed  by  shareholders  (other 
than  corporations)  who  at  the  time  of  the 
adoption  of  the  plan  of  liquidation  are  own¬ 
ers  of  stock  possessing  at  least  80  percent 
of  the  total  combined  voting  power  (exclu¬ 
sive  of  voting  power  possessed  by  stock 
owned  by  corporations)  of  all  classes  of  stock 
entitled  to  vote  on  the  adoption  of  such  plan 
of  liquidation;  or 

(2)  In  the  case  of  a  shareholder  which  is 
a  corporation,  only  if  written  elections  have 
been  so  filed  by  corporate  shareholders 
(other  than  an  excluded  corporation)  which 
at  the  time  of  the  adoption  of  such  plan 
of  liquidation  are  owners  of  stock  possessing 
at  least  80  percent  of  the  total  combined 
voting  power  (exclusive  of  voting  power  pos¬ 
sessed  by  stock  owned  by  an  excluded  cor¬ 
poration  and  by  shareholders  who  are  not 
corporations)  of  all  classes  of  stock  entitled 
to  vote  on  the  adoption  of  such  plan  of 
liquidation. 

(d)  Making  and  filing  of  elections.  The 
written  elections  referred  to  in  subsection 
(c)  must  be  made  and  filed  in  such  manner 
as  to  be  not  in  contravention  of  regulations 
prescribed  by  the  Secretary  or  his  delegate. 
The  filing  must  be  within  30  days  after  the 
date  of  the  adoption  of  the  plan  of  liquida¬ 
tion. 

(e)  Noncorporate  shareholders.  In  the 
case  of  a  qualified  electing  shareholder  other 
than  a  corporation — 

(1)  There  shall  be  recognized,  and  treated 
as  a  dividend,  so  much  of  the  gain  as  is 
not  in  excess  of  his  ratable  share  of  the 
earnings  and  profits  of  the  corporation  ac¬ 
cumulated  after  February  28,  1913,  such 
earnings  and  profits  to  be  determined  as  of 
the  close  of  the  month  in  which  the  trans¬ 
fer  in  liquidation  occurred  under  subsec¬ 
tion  -(a)  (2),  but  without  diminution  by 
reason  of  distributions  made  during  *such 
month;  but  by  including  in  the  computa¬ 
tion  thereof  all  amounts  accrued  up  to  the 
date  on  which  the  transfer  of  all  the  prop¬ 
erty  under  the  liquidation  is  completed;  and 

(2)  There  shall  be  recognized,  and  treated 
as  short-term  or  long-term  capital  gain,  as 
the  case  may  be,  so  much  of  the  remainder 
of  the  gain  as  is  not  in  excess  of  the  amount 
by  which  the  value  of  that  portion  of  the 
assets  received  by  him  which  consists  of 
money,  or  of  stock  or  securities  acquired  by 
the  corporation  aft6r  December  31,  1953,  ex¬ 
ceeds  his  ratable  share  of  such  earnings  and 
profits. 

(f)  Corporate  shareholders.  In  the  case  of 
a  qualified  electing  shareholder  which  is  a 
corporation,  the  gain  shall  be  recognized 
only  to  the  extent  of  the  greater  of  the  two 
following — 

(1)  The  portion  of  the  assets  received  by 
it  which  consists  of  money,  or  of  stock  or 
securities  acquired  by  the  liquidating  cor¬ 
poration  after  December  31,  1953;  or 

(2)  Its  ratable  share  of  the  earnings  and 
profits  of  the  liquidating  corporation  ac¬ 
cumulated  after  February  28,  1913,  such 
earnings  and  profits  to  be  determined  as  of 
the  close  of  the  month  in  which  the  transfer 
in  liquidation  occurred  under  subsection  (a) 
(2),  but  without  diminution  by  reason  of 
distributions  made  during  such  month;  but 
by  including  in  the  computation  thereof  all 
amounts  accrued  up  to  the  date  on  which 
the  transfer  of  all  the  property  under  the 
liquidation  is  completed. 

§  1.333-1  Corporate  liquidation  in 
some  one  calendar  month — (a)  In  gen¬ 
eral.  Section  333  provides  a  special  rule, 
in  the  case  of  certain  specifically  de- 
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scribed  complete  liquidations  of  domestic 
corporations  (other  than  collapsible  cor* 
porations  to  which  section  341  (a)  ap¬ 
plies)  occurring  within  some  one  calen¬ 
dar  month,  for  the  treatment  of  gain  on 
the  shares  of  stock  owned  by  qualified 
electing  shareholders  at  the  time  of  the 
adoption  of  the  plan  of  liquidation.  The 
effect  of  such  section  is  in  general  to 
postpone  the  recognition  of  that  portion 
of  a  qualified  electing  shareholder’s  gain 
on  the  liquidation  which  would  otherwise 
be  recognized  and  which  is  attributable 
to  appreciation  in  the  value  of  certain 
corporate  assets  unrealized  by  the  cor¬ 
poration  at  the  time  such  assets  are  dis¬ 
tributed  in  complete  liquidation.  Only 
qualified  electing  shareholders  are  en¬ 
titled  to  the  benefits  of  section  333.  The 
determination  of  who  is  a  qualified  elect¬ 
ing  shareholder  is  to  be  made  under  sec¬ 
tion  333  (c).  For  the  basis  of  property 
received  on  such  liquidations,  see  sec¬ 
tion  334  (c) .  Section  333  has  no  appli¬ 
cation  to  collapsible  corporations.  See 
section  341  (b)  for  definition  of  collapsi¬ 
ble  corporations. 

(b)  Type  of  liquidation.  (1)  The 
liquidation  must  be  in  pursuance  of  a 
plan  of  liquidation  adopted  on  or  after 
June  22, 1954.  The  plan  must  be  adopted 
before  the  first  distribution  under  the 
liquidation  occurs.  The  1954  Code  re¬ 
quires  that  the  transfer  of  all  the  prop¬ 
erty,  both  tangible  and  intangible,  of  the 
corporation  to  its  shareholders  shall  oc¬ 
cur  entirely  within  some  one  calendar 
month.  This  requirement  will  be  con¬ 
sidered  to  have  been  complied  with  if 
cash  is  set  aside  under  arrangements  for 
the  payment,  after  the  close  of  such 
month,  of  unascertained  or  contingent 
liabilities  and  expenses,  and  such  ar¬ 
rangements  are  made  in  good  faith 
and  the  amount  set  aside  is  reason¬ 
able.  It  is  not  necessary  that  the  month 
in  which  the  transfer  occurs  must  fall 
within  the  taxable  or  calendar  year  in 
which  the  plan  of  liquidation  is  adopted. 
Though  it  is  not  necessary  that  the  cor¬ 
poration  dissolve  in  the  month  of  liqui¬ 
dation,  it  is  essential  that  a  status  of 
liquidation  exist  at  the  time  the  first  dis¬ 
tribution  is  made  under  the  plan  and 
that  such  status  continue  to  the  date  of 
dissolution  of  the  corporation.  A  status 
of  liquidation  exists  when  the  corpora¬ 
tion  ceases  to  be  a  going  concern  and  its 
activities  are  merely  for  the  purpose  of 
winding  up  its  affairs,  paying  its  debts, 
and  distributing  any  remaining  balance 
to  its  shareholders. 

(2)  If  a  transaction  constitutes  a  dis¬ 
tribution  in  complete  liquidation  within 
the  meaning  of  the  1954  Code  and  satis¬ 
fies  the  requirements  of  section  333,  it  is 
immaterial  that  it  is  otherwise  described 
under  the  local  law. 

§  1.333-2  Qualified  electing  share¬ 
holder.  (a)  No  corporate  shareholder 
may  be  a  qualified  electing  shareholder 
if  at  any  time  between  January  1,  1954 
and  the  date  of  the  adoption  of  the  plan 
of  liquidation,  both  dates  inclusive,  it 
is  the  owner  of  stock  of  the  liquidating 
corporation  possessing  50  percent  or  more 
of  the  total  combined  voting  power  of 
all  classes  of  6tock  entitled  to  vote  upon 
the  adoption  of  the  plan  of  liquidation. 
All  other  shareholders  are  divided  into 


two  groups  for  the  purpose  of  determin¬ 
ing  whether  they  are  qualified  electing 
shareholders:  (1),  shareholders  other 
than  corporations,  and  (2)  corporate 
shareholders. 

.  (b)  Any  shareholder  of  either  of  such 
two  groups,  whether  or  not  the  stock  he 
owns  is  entitled  to  vote  on  the  adoption 
of  the  plan  of  liquidation,  is  a  qualified 
electing  shareholder  if: 

(1)  His  written  election  to  be  governed 
by  the  provisions  of  section  333,  which 
cannot  be  withdrawn  or  revoked,  has 
been  made  and  filed  as  prescribed  in 
§  1.333-3;  and 

(2)  Like  elections  have  been  made  and 
filed  by  owners  of  stock  possessing  at 
least  80  percent  of  the  total  combined 
voting  power  of  all  classes  of  stock  owned 
by  shareholders  of  the  same  group  at  the 
time  of,  and  entitled  to  vote  upon,  the 
adoption  of  the  plan  of  liquidation, 
whether  or  not  the  shareholders  making 
such  elections  actually  realize  gain  upon 
the  cancellation  or  redemption  of  such 
stock  upon  the  liquidation. 

(c)  The  application  of  this  section 
may  be  illustrated  by  the  following 
example: 

Example.  The  R  Corporation  has  out¬ 
standing  20  shares  of  common  stock  on  July 
1,  1954,  at  the  time  of  the  adoption  of  a  plan 
of  liquidation  within  the  provisions  of  sec¬ 
tion  333,  each  entitled  to  one  vote  upon  the 
adoption  of  such  plan  of  liquidation.  At 
that  time  ten  of  such  shares  are  owned  by 
the  S  Corporation,  two  each  by  the  X  Corpo¬ 
ration  and  the  Y  Corporation,  one  by  the  Z 
Corporation,  and  one  each  by  A,  B,  C.  D,  and 
E,  Individuals.  There  are  also  outstanding 
at  such  time  two  shares  of  preferred  stock, 
not  entitled  to  vote  on  liquidation,  one  share 
being  owned  by  P,  an  individual,  and  one 
share  by  the  P  Corporation.  The  S  Corpora¬ 
tion,  being  a  corporate  shareholder  and  the 
owner  of  50  percent  of  the  voting  stock,  may 
not  be  a  qualified  electing  shareholder  under 
any  circumstances.  In  order  for  any  other 
corporate  shareholder  to  be  a  qualified  elect¬ 
ing  shareholder,  it  is  necessary  that  the  X 
Corporation  and  the  Y  Corporation  file  their 
written  elections  to  be  governed  by  section 
333.  If  this  is  done,  the  P  Corporation  will 
also  be  a  qualified  electing  shareholder  if  it 
has  filed  a  like  election.  Similarly,  in  the 
case  of  the  individual  shareholders,  some 
combination  of  four  of  the  individual  holders 
of  the  common  stock  must  have  filed  their 
written  elections,  before  any  Individual 
shareholder  may  be  considered  a  qualified 
electing  shareholder,  but  if  this  is  done,  P 
will  also  be  a  qualified  electing  shareholder 
if  he  has  filed  a  like  election. 

(d)  An  election  to  be  governed  by  the 
provisions  of  section  333  relates  to  the 
treatment  of  gain  realized  upon  the  can¬ 
cellation  or  redemption  of  stock  upon 
liquidation.  Such  election,  therefore, 
can  be  made  only  by  or  on  behalf  of  the 
person  by  whom  gains,  if  any,  will  be 
realized.  Thus,  the  shareholder  who 
may  make  such  election  must  be  the 
actual  owner  of  stock  and  not  a  mere 
record  holder,  such  as  a  nominee. 

(e)  A  shareholder  is  entitled  to  make 
an  election  relative  to  the  gain  only  on 
stock  owned  by  him  at  the  time  of  the 
adoption  of  the  plan  of  liquidation.  The 
election  is  personal  to  the  shareholder 
making  it  and  does  not  follow  such  stock 
into  the  hands  of  a  transferee. 

§  1.333-3  Making  and  filing  of  writ¬ 
ten  elections.  An  election  to  be  governed 


by  section  333  shall  be  made  on  For® 
964  (revised)  in  accordance  with  the  in- 
structions  printed  thereon  and  with  thi* 
section.  The  original  and  one  copy  shall 
be  filed  by  the  shareholder  with  the  dis¬ 
trict  director  of  internal  revenue  with 
whom  the  final  income  tax  return  of  the 
corporation  will  be  filed.  The  election* 
must  be  filed  within  30  days  after  the 
adoption  of  the  plan  of  liquidation. 
Under  no  circumstances  shall  section  332 
be  applicable  to  any  shareholders  who 
fail  to  file  their  elections  within  the 
30-day  period  prescribed.  An  election 
shall  be  considered  as  timely  filed  if  it  j* 
placed  in  the  mail  on  or  before  midnight 
of  the  30th  day  after  the  adoption  oi 
the  plan  of  liquidation,  as  shown  by  the 
postmark  on  the  envelope  containing  the 
written  election  or  as  shown  by  other 
available  evidence  of  the  mailing  date. 
Another  copy  of  the  election  shall  be  at* 
tached  to  and  made  a  part  of  the  share¬ 
holder’s  income  tax  return  for  his  tax¬ 
able  year  in  which  the  transfer  of  all  the 
property  under  the  liquidation  occurs. 

§  1.333-4  Treatment  of  gain—(  a) 
Computation  of  gain.  As  in  the  case  of 
shareholders  generally,  amounts  re- 
ceived  by  qualified  electing  shareholders 
are  treated  as  in  full  payment  in  ex¬ 
change  for  their  stock,  as  provided  in 
section  331  and  gain  from  the  receipt  of 
such  amounts  is  determined  as  provided 
in  section  1001.  Gain  or  loss  must  be 
computed  separately  on  each  share  of 
stock  owned  by  a  qualified  electing 
shareholder  at  the  time  of  the  adoption 
of  the  plan  of  liquidation.  The  limited 
recognition  and  special  treatment  ac¬ 
corded  by  section  333  applies  only  to  the 
gain  on  such  shares  of  stock  upon  which 
gain  was  realized  and  not  to  net  gain 
computed  by  setting  off  losses  realized 
on  some  shares  against  gain  on  others. 
Since  section  333  applies  only  to  gain 
recognized,  losses  realized  on  the  liqui¬ 
dation  will  be  allowable  only  in  the  year 
of  liquidation  even  though  Forms  964 
(revised)  have  been  filed  by  those  share¬ 
holders  who  realize  only  losses.  Such 
filings  may  be  necessary  to  fulfill  the 
80  percent  requirement  (under  section 
332  (b) )  so  that  these  shareholders  who 
realize  gain  may  qualify  under  this 
section. 

(b)  Recognition  of  gain.  Pursuant  to 
section  333  only  so  much  of  the  gain  on 
each  share  of  stock  owned  by  a  qualified 
electing  shareholder  at  the  time  of  the 
adoption  of  the  plan  of  liquidation  is 
recognized  as  does  not  exceed  the 
greater  of  the  following: 

(1)  Such  share’s  ratable  share  of  the 
earnings  and  profits  of  the  corporation 
accumulated  after  February  28,  1913, 
computed  as  of  the  last  day  of  the  month 
of  liquidation,  without  diminution  by 
reason  of  distributions  made  during  such 
month,  and  including  in  such  computa¬ 
tion  all  items  of  income  and  expense 
accrued  up  to  the  date  on  which  the 
transfer  of  all  the  property  under  the 
liquidation  is  completed;  or 

(2)  Such  share’s  ratable  share  of  the 
sum  of  the  amount  of  money  received 
by  such  shareholder  on  shares  of  the 
same  class  and  the  fair  market  value 
of  all  the  stock  or  securities  so  received 
which  were  acquired  by  the  liquidatinf 
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corporation  after  December  31,  1953. 
The  mere  replacement  after  December 
31  1953  of  lost  or  destroyed  certificates 
or  instruments  acquired  on  or  before 
December  31,  1953,  or  the  mere  con¬ 
version  of  certificates  or  instruments 
into  certificates  or  instruments  of  larger 
or  smaller  denominations  will  not  con¬ 
stitute  an  acquisition  within  the  mean¬ 
ing  of  the  phrase  “acquired  after 
December  31,  1953.”  Nor  will  such  an 
acquisition  result  from  the  issuance  after 
December  31, 1953  of  certificates  of  stock 
in  connection  with  a  subscription  made 
and  accepted  on  or  before  December  31, 

1953.  .  , 

(c)  Treatment  of  recognized  gain. 

(1)  In  the  case  of  a  qualified  electing 
shareholder  other  than  a  corporation, 
that  part  of  the  recognized  gain  on  a 
share  of  stock  owned  at  the  time  of  the 
adoption  of  the  plan  of  liquidation 
which  is  not  in  excess  of  his  ratable 
share  of  the  earnings  and  profits  of  the 
liquidating  corporation  accumulated 
after  February  28,  1913,  determined  as 
provided  in  section  333  (e)  (1) ,  is  treated 
as  a  dividend.  It  retains  its  character 
as  a  dividend  for  all  tax  purposes.  The 
remainder  of  the  gain  which  is  recog¬ 
nized  is  treated  as  a  short-term  or  long¬ 
term  capital  gain,  as  the  case  may  be. 
In  the  case  of  a  qualified  electing  share¬ 
holder  which  is  a  corporation,  the  entire 
amount  of  the  gain  which  is  recognized 
is  treated  as  a  short-term  or  long-term 
capital  gain,  as  the  case  may  be. 

(2)  The  application  of  subparagraph 
(1)  of  this  paragraph  may  be  illustrated 
by  the  following  example: 

Example,  (i)  X  Corporation  has  only  one 
class  of  stock  outstanding,  owned  In  equal 
amounts  by  three  shareholders.  The  basis 
of  the  stock  owned  by  each  shareholder  Is 
(50,  each  having  bought  his  stock  in  a  single 
block  prior  to  the  date  of  the  adoption  of  a 
plan  of  liquidation  cohforming  to  the  re¬ 
quirements  of  section  333.  One  of  the  share¬ 
holders  is  an  Individual;  two  are  corpora¬ 
tions.  All  are  “qualified  electing  share¬ 
holders”. 

(ii)  X  Corporation  has  earnings  and  profits 
accumulated  after  February  28,  1913,  of  $60 
(computed  as  provided  in  section  333).  Its 
assets  consist  of  (a)  cash  of  $75,  (b)  stock 
and  securities  acquired  after  December  31, 
1953,  having  a  fair  market  value  of  $90,  and 
(c)  other  property  having  a  fair  market 
value  of  $240.  In  October  1954,  all  of  these 
assets  are  distributed  to  the  shareholders 
pro  rata  in  complete  liquidation  of  the  cor¬ 
poration,  as  provided  in  section  333.  Each 
shareholder  thus  receives  $135  in  cash  and 
property,  and  has  $85  gain. 

(iii)  $55  of  each  shareholder’s  gain  is 

recognized  since  such  amount  represents  the 
sum  of  (a)  the  cash  received  by  him  and 
(b)  the  fair  market  value  of  the  stock  and 
securities  received  by  him  which  were  ac¬ 
quired  by  the  X  Corporation  after  December 
31, 1953,  and  is  greater  than  his  ratable  share 
of  the  earnings  and  profits  ($20).  The  re¬ 
mainder  of  each  shareholder’s  gain  ($30) 
is  not  recognized.  <* 

(iv)  In  the  case  of  the  corporate  share¬ 
holders  the  entire  amount  of  the  recognized 
gain  ($55)  is  treated  as  capital  gpin.  In  the 
case  of  the  individual  shareholder,  $20,  being 
the  amount  of  the  shareholder’s  ratable 
share  of  the  earnings  and  profits,  is  recog¬ 
nized  and  treated  as  a  dividend,  and  $35, 
being  the  difference  between  the  sharehold¬ 
er’s  ratable  share  of  the  earnings  and  profits 
and  the  sum  of  the  cash  and  stock  and  se¬ 
curities  received  by  him,  is  treated  as  a  short¬ 


term  or  long-term  capital  gain,  as  the  case 
may  be. 

(v)  If  the  basis  of  each  shareholder’s  stock 
had.  been  $100,  instead  of  $50,  each  of  the 
corporate  shareholders  would  be  taxed  on 
only  $35  as  capital  gain  and  the  individual 
shareholder  would  be  taxed  on  $20  as  a  divi¬ 
dend  and  on  only  $15  as  capital  gain,  since 
the  total  amount  taxed  is  limited  to  the 
amount  of  gain  realized  by  the  shareholder 
upon  the  cancellation  or  redemption  of  his 
stock. 

§  1.333-5  Records  to  be  kept  and  in¬ 
formation  to  be  filed  with  return,  (a) 
Permanent  records  in  substantial  form 
shall  be  kept  by  every  qualified  electing 
Shareholder  receiving  distributions  in 
complete  liquidation  of  a  domestic  cor¬ 
poration.  Such  shareholder  must  file 
with  his  income  tax  return  for  his  tax¬ 
able  year  in  which  the  liquidation  occurs 
a  statement  of  all  facts  pertinent  to  the 
recognition  and  treatment  of  the  gain 
realized  by  him  upon  the  shares  of  stock 
owned  by  him  at  the  time  of  the  adop¬ 
tion  of  the  plan  of  liquidation,  includ¬ 
ing:' 

(1)  A  statement  of  his  stock  owner¬ 
ship  in  the  liquidating  corporation  as  of 
the  date  of  the  distribution,  showing  the 
number  of  shares  of  each  class  owned  on 
such  date  and  the  cost  or  other  basis  of 
each  such  share; 

(2)  A  list  of  all  the  property,  includ¬ 
ing  money,  received  upon  the  distribu¬ 
tion,  showing  the  fair  market  value  of 
each  item  of  such  property  other  than 
money  on  the  date  distributed  and 
stating  what  items,  if  any,  consist  of 
stock  or  securities  acquired  by  the 
liquidating  corporation  after  December 
31,  1953. 

(3 )  A  statement  of  his  ratable  share  of 
the  earnings  and  profits  of  the  liquid¬ 
ating  corporation  accumulated  after 
February  28,  1913,  computed  without 
diminution  by  reason  of  distributions 
made  during  the  month  of  liquidation; 
and 

(4)  A  copy  of  such  shareholder’s  writ¬ 
ten  election  to  be  governed  by  the  pro¬ 
visions  of  section  333.  (See  §  1.333-3.) 

(b)  For  information  to  be  filed  by  the 
liquidating  corporation,  see  section  6043. 

§  1.334  Statutory  provisions;  corpo¬ 
rate  liquidations;  basis  of  property  re¬ 
ceived  in  liquidations. 

Sec.  334.  Basis  of  property  received  in 
liquidations — (a)  General  rule.  If  property 
is  received  In  a  distribution  in  partial  or 
complete  liquidation  (other  than  a  distri¬ 
bution  to  which  section  333  applies) ,  and  if 
gain  or  loss  is  recognized  on  receipt  of  such 
property,  then  the  basis  of  the  property  in 
the  hands  of  the  distributee  shall  be  the  fair 
market  value  of  such  property  at  the  time  of 
the  distribution. 

(b)  Liquidation  of  subsidiary — (1)  In  gen¬ 
eral.  If  property  is  received  by  a  corporation 
in  a  distribution  in  complete  liquidation  of 
another  corporation  (within  the  meaning 
of  section  332  (b) ),  then,  except  as  provided 
in  paragraph  (2) ,  the  basis  of  the  property 
in  the  hands  of  the  distributee  shall  be  the 
same  as  it  would  be  in  the  hands  of  the 
transferor.  If  property  is  received  by  a  cor¬ 
poration  in  a  transfer  to  which  section  332 
(c)  applies,  and  if  paragraph  (2)  of  this 
subsection  does  not  apply,  then  the  basis 
of  the  property  in  the  hands  of  the  transferee 
shall  be  the  same  as  it  would  -be  in  the 
hands  of  the  transferor. 

(2)  Exception.  If  property  is  received  by 
a  corporation  in  a  distribution  in  complete 


liquidation  of  another  corporation  (within 
the  meaning  of  section  332  (b) ) ,  and  if — 

(A)  The  distribution  is  pursuant  to  a  plan 
of  liquidation  adopted — 

(i)  On  or  after  June  22,  1954,  and 

(ii)  Not  more  than  2  years  after  the  date 
of  the  transaction  described  in  subparagraph 
(B)  (or,  in  the  case  of  a  series  of  transactions, 
the  date  of  the  last  such  transaction);  and 

(B)  Stock  of  the  distributing  corporation 
possessing  at  least  80  percent  of  the  total 
combined  voting  power  of  all  classes  of  stock 
entitled  to  vote,  and  at  least  80  percent  of 
the  total  number  of  shares  of  all  other 
classes  of  stock  (except  nonvoting  stock 
which  is  limited  and  preferred  as  to  divi¬ 
dends),  was  acquired  by  the  distributee  by 
purchase  (as  defined  in  paragraph  (3)) 
during  a  period  of  not  more  than  12  months. 

then  the  basis  of  the  property  in  the  hands 
of  the  distributee  shall  be  the  adjusted  basis 
of  the  stock  with  respect  to  which  the  dis¬ 
tribution  was  made.  For  purposes  of  the 
preceding  sentence,  under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate, 
proper  adjustment  in  the  adjusted  basis  of 
any  stock  shall  be  made  for  any  distribution 
made  to  the  distributee  with  respect  to  such 
stock  before  the  adoption  of  the  plan  of 
liquidation,  for  any  money  received,  for  any 
liabilities  assumed  or  subject  to  which  the 
property  was  received,  and  for  other  items. 

(3)  Purchase  defined.  lor  purposes  of 

paragraph  (2)  (B),  the  term  “purchase” 

means  any  acquisition  of  stock,  but  only  if — 

(A)  The  basis  of  the  stock  in  the  hands 
of  the  distributee  is  not  determined  (i)  in 
whole  or  in  part  by  reference  to  the  adjusted 
basis  of  such  stock  in  the  hands  of  the  per¬ 
son  from  whom  acquired,  or  (ii)  under  sec¬ 
tion  1014  (a)  (relating  to  property  acquired 
from  a  decedent), 

(B)  The  stock  is  not  acquired  in  an  ex¬ 
change  to  which  section  351  applies,  and 

(e)  The  stock  is  not  acquired  from  a 
person  the  ownership  of  whose  stock  would, 
under  section  318  (a),  be  attributed  to  the 
person  acquiring  such  stock. 

(4)  Distributee  defined.  For  purposes  of 
this  subsection,  the  term  “distributee” 
means  only  the  corporation  which  meets  the 
80  percent  stock  ownership  requirements 
specified  in  section  332  (b). 

(c)  Property  received  in  liquidation  under 
section  333.  If — 

(1)  Property  was  acquired  by  a  share¬ 
holder  in  the  liquidation  of  a  corporation 
in  cancellation  or  redemption  of  stock,  and 

(2)  With  respect  to  such  acquisition — 

(A)  Gain  was  realized,  but 

(B)  As  the  result  of  an  election  made  by 
the  shareholder  under  section  333,  the  ex¬ 
tent  to  which  gain  was  recognized  was  de¬ 
termined  under  section  333, 

then  the  basis  shall  be  the  same  as  the  basis 
of  such  stock  cancelled  or  redeemed  in  the 
liquidation,  decreased  in  the  amount  of  any 
money  received  by  the  shareholder,  and  in¬ 
creased  in  the  amount  of  gain  recognized 
to  him. 

§  1.334-1  Basis  of  property  received 
in  liquidations — (a)  In  general.  Section 
334  sets  forth  rules  prescribing  the 
basis  of  property  received  in  a  distribu¬ 
tion  in  partial  or  complete  liquidation  of 
a  corporation.  The  general  rule  of  sec¬ 
tion  334  is  set  forth  in  section  334  (a) 
to  the  effect  that  if  property  is  received 
in  a  distribution  in  partial  or  complete 
liquidation  and  if  gain  or  loss  is  recog¬ 
nized  on  the  receipt  of  such  property, 
then  the  basis  of  the  property  in  the 
hands  of  the  distributee  shall  be  the  fair 
market  value  of  such  property  at  the 
time  of  the  distribution.  Such  general 
rule  has  no  application  to  a  liquidation  to 


8902 

which  section  332  or  section  333  applies. 
See  section  334  (b)  and  (c). 

(b)  Transferor’s  basis.  Unless  section 
334  (b)  (2)  and  subsection  (c)  of  this 
section  apply,  property  received  by  a 
parent  corporation  in  a  complete  liqui¬ 
dation  to  which  section  332  is  applicable 
shall,  under  section  334  (b)  (1),  have 
the  same  basis  in  the  hands  of  the  par¬ 
ent  as  its  adjusted  basis  in  the  hands  of 
the  subsidiary.  The  rule  stated  above  is 
applicable  even  though  the  subsidiary 
was  indebted  to  the  parent  on  the  date 
the  plan  of  liquidation  was  adopted  and 
part  of  such  property  was  received  in 
satisfaction  of  such  indebtedness  in  a 
transfer  to  which  section  332  Cc)  is 
applicable. 

(c)  Application  of  stock  basis  to  prop¬ 
erty.  If  section  334  (b)  (2)  applies  to  a 
complete  liquidation  to  which  section 
332  is  applicable,  then  property  received 
by  a  parent  corporation  in  such  com¬ 
plete  liquidation  shall  have  a  basis  de¬ 
termined  by  reference  to  the  basis  of  the 
stock  of  the  subsidiary  corporation  with 
respect  to  which  it  is  received.  In  gen¬ 
eral,  section  334  (b)  (2)  will  be  applicable 
to  a  distribution  in  complete  liquidation 
of  a  subsidiary  corporation  if  the  parent 
corporation  purchased,  within  the  mean¬ 
ing  of  section  334  (b)  (3)  and  during  a 
period  of  not  more  than  twelve  months, 
80  percent  or  more  of  the  stock  (other 
than  nonvoting  stock  which  is  limited 
and  preferred  as  to  dividends)  of  the 
subsidiary  corporation  and  then  adopted 
a  plan  of  liquidation  (on  or  after  June 
22,  1954)  not  more  than  two  years  after 
the  date  on  which  the  stock  ownership 
requirement  was  met.  The  application 
of  section  334  (b)  (2)  is  subject  to  the 
following  rules: 

(1)  Property  received  with  reference 
to  stock  owned  immediately  before  the 
liquidation  by  the  parent  corporation  is 
the  only  property  to  which  section  334 
(b)  (2)  is  applicable.  The  section  is  not 
applicable  to  property  received  with  re¬ 
spect  to  debt  or  other  claims.  The  basis 
of  the  stock  used  in  determining  the 
basis  of  the  assets  is  the  total  basis  of 
all  stock  held  by  the  parent  corporation 
whether  or  not  such  stock  was  acquired 
by  purchase  and  whether  or  not  such 
stock  is  the  stock  acquired  during  the 
period  to  which  reference  is  made  in 
section  334  (b)  (2)  (A). 

(2)  The  date  of  adoption  of  a  plan  of 
liquidation  is  determined  under  section 
332  (b)  (2). 

(3)  (i)  In  the  case  of  a  series  of  pur¬ 
chases  of  stock,  the  two-year  period 
specified  in  section  334  (b)  (2)  (A)  shall 
begin  on  the  day  following  the  date  of 
the  last  such  purchase  if  the  amount  of 
stock  specified  in  section  334  (b)  (2)  (B) 
is  purchased  during  the  preceding  12 
months. 

(ii)  Application  of  the  rule  prescribed 
in  subparagraph  (3)  (i)  may  be  illus¬ 
trated  by  the  following  examples: 

Example  ( 1 ) .  Twenty  percent  of  the  stock 
of  Corporation  A  is  purchased  on  each  of 
the  following  dates:  April  1,  1954,  June  30, 
1954,  September  30,  1954,  December  31,  1954, 
and  April  1,  1955.  Although  80  percent  of 
the  stock  of  Corporation  A  has  been  pur¬ 
chased  as  of  December  31,  1954',  the  date  of 
the  last  transaction  of  the  series  of  trans¬ 
actions  described  in  section  334  (b)  (2)  (B) 
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Is  April  1,  1955,  and  therefore  the  two-year 
period  shall  begin  on  April  2,  1955. 

Example  (2) .  The  facts  are  the  same  as  in 
example  (1)  except  that  the  last  purchase 
Is  made  on  July  1,  1955.  Since  the  date  of 
the  last  transaction  of  the  series  of  trans¬ 
actions  described  in  section  334  (b)  (2)  (B) 
is  December  31,  1954,  the  two-year  period 
shall  begin  on  January  1,  1955. 

(4)  For  the  purpose  of  section  334  (b) 
(2)  only,  the  following  adjustments  shall 
be  made  to  the  adjusted  basis  of  the 
subsidiary’s  stock  in  the  hands  of  the 
parent: 

(i)  Such  adjusted  basis  shall  be  re-  ' 
duced  by  the  amount  of  all  distributions 
received  by  the  parent  from  the  subsidi¬ 
ary  during  the  period  beginning  on  the 
day  on  which  the  stock  used  in  deter¬ 
mining  the  applicability  of  section  334 
(b)  (2)  was  purchased  (or  if  such  stock 
was  purchased  on  more  than  one  day,  on 
the  day  of  the  earliest  purchase  of  the 
stock  so  used)  and  ending  when  the  plan 
of  liquidation  is  adopted. 

(ii)  In  order  to  apply  the  rule  of  (i) 
the  amount  of  a  distribution  in  kind 
shall  be  whichever  of  the  following  is 
the  greater: 

(a)  The  amount  described  in  section 
301  (b)  (1)  (B)  (ii)  (regardless  of  the 
amount  of  the  distribution  under  section 
301  (b) ) ,  or 

(b)  The  portion  of  the  adjusted  basis 
of  the  stock  allocable  to  the  property  so 
distributed. 

(iii)  The  reduction  provided  in  (i) 
shall  be  made  whether  or  not  such  dis¬ 
tributions  were  taxable  to  the  parent  as 
ordinary  dividends. 

(iv)  The  reduction  provided  in  (i) 
shall  not  be  made — ■* 

(a)  To  the  extent  that  a  reduction  in 
the  adjusted  basis  of  the  stock  is  re¬ 
quired  by  section  301  (c)  (2) ;  or 

(b)  To  the  extent  that  such  distri¬ 
butions  of  the  subsidiary  are  out  of  earn¬ 
ings  and  profits  of  the  period  beginning 
on  the  date  of  purchase  and  ending 
upon  the  date  of  the  last  distribution  in 
liquidation. 

(v)  The  adjusted  basis  of  the  sub¬ 
sidiary’s  stock  held  by  the  parent  with 
respect  to  which  the  distributions  in 
liquidation  are  made  (reduced  as  in 
(i) ) — 

(a)  Shall  be  increased — 

(1)  By  the  amount  of  any  unsecured 
liabilities  assumed  by  the  parent,  and 

(2)  By  the  portion  of  the  subsidiary’s 
earnings  and  profits  (less  the  amount  of 
any  distributions  therefrom)  of  the  pe¬ 
riod  beginning  on  the  date  of  purchase 
and  ending  upon  the  date  of  the  last 
distribution  in  liquidation  attributable 
to  the  stock  of  the  subsidiary  held  by  the 
parent. 

(b)  Shall  be  decreased — 

( 1 )  By  the  amount  of  any  cash  and  its 
equivalent  received,  and 

(2)  By  the  portion  of  the  subsidiary’s 
deficit  in  earnings  and  profits  of  the 
period  beginning  on  the  date  of  purchase 
and  ending  upon  the  date  of  the  last  dis¬ 
tribution  in  liquidation  attributable  to 
the  stock  of  the  subsidiary  held  by  the 
parent. 

(vi)  For  the  purpose  of  (v)  (a)  (2) 
and  (b)  (2 )  — 

(a)  With  respect  to  property  held  on 
the  date  of  purchase  and  property  held 


on  the  date  additional  stock,  if  any,  is 
acquired  any  gain  or  loss  from  sales  or 
exchanges  of  such  property  (whether 
tangible  or  intangible)  and  any  other 
items  determined  by  reference  to  basis 
of  such  property  shall  be  computed  by 
substituting  for  such  basis  a  new  basis 
determined  by  reference  to  the  part  of 
the  adjusted  basis  of  the  stock  allocable 
to  such  property. 

(b)  The  part  of  the  adjusted  basis  of 
stock  allocable  to  such  property  for  the 
purpose  of  (a)  shall  be  the  basis  of  the 
stock  held  on  the  date  of  purchase  or  on 
the  date  of  a  later  acquisition  of  stock 
allocated  among  the  assets  held  on  such 
date  on  the  basis  of  their  net  fair  market 
values  on  such  date, 

(c)  In  order  to  prevent  distortion  in 
the  adjusted  basis  of  the  stock — 

(.1)  Transactions  (including  distribu¬ 
tions,  liquidations,  and  reorganizations) 
involving  a  corporation  the  affairs  of 
which  the  subsidiary  controls  at  any 
time  after  the  date  of  purchase  through 
ownership  of  stock  (whether  or  not  the 
subsidiary  owns  a  majority  of  the  stock 
of  such  corporation)  may  be  disregarded 
in  whole  or  in  part,  and 

(2)  Tax-free  reorganizations  involving 
the  subsidiary  may  be  disregarded  in 
whole  or  in  part,  and 

(d)  In  the  case  of  a  subsidiary  using 
the  cash  receipts  and  disbursements 
method  of  accounting,  the  earnings  and 
profits  of  such  subsidiary  shall  be  com¬ 
puted  for  the  period  specified  in  (v)  (a) 
(2)  and  (b)  (2)  as  if  such  subsidiary  had 
used  an  accrual  method  of  accounting 
prior  to  such  period. 

(vii)  For  the  purposes  of  subdivisions 
(iv),  (v),  and  (vi)  the  expression  ‘'the 
date  of  purchase”  means  the  date  of  the 
transaction  described  in  section  334  (b) 
(2)  (B)  (or,  in  the  case  of  a  series  of 
transactions,  the  date  of  the  last  such 
transaction) ,  determined  without  regard 
to  subparagraph  (6)  (iii). 

(viii)  In  the  case  of  a  distribution  by 
the  subsidiary  of  property  directly  or  in¬ 
directly  acquired  by  the  subsidiary 
through  a  direct  or  indirect  contribution 
to  capital  by  the  parent,  the  basis  of  such 
property  to  the  parent  shall  be  the  same 
as  if  such  contribution  had  not  been 
made  and  the  adjusted  basis  of  the  stock 
shall  not  be  increased  or  decreased  be¬ 
cause  of  such  contribution  and  distribu¬ 
tion.  Except  as  provided  in  the  preced¬ 
ing  sentence,  the  amount  of  the  adjusted 
basis  of  the  stock  adjusted  as  provided 
in  this  paragraph  shall  be  allocated  as 
basis  among  the  various  assets  received 
(except  cash  and  its  equivalent)  both 
tangible  and  intangible  (whether  or  not 
depreciable  or  amortizable) .  Ordinarily, 
such  allocation  shall  be  made  in  propor¬ 
tion  to  the  net  fair  market  values  of  such 
assets  on  the  date  received  (the  net  fair 
market  value  of  an  asset  being  its  fair 
market  value  less  any  specific  mortgage 
or  pledge  to  which  it  is  subject).  To 
that  portion  of  the  basis  thus  deter¬ 
mined,  for'each  property  against  which 
there  is  a  lien,  should  be  added  the 
amount  of  such  lien.  Where  more  than 
one  property  is  covered  by  the  same  lien, 
the  amount  of  the  lien  should  be  divided 
among  the  properties,  allocating  to  each 
that  portion  of  the  lien  which  the  fair 
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market  value  of  such  property  bears  to 
the  total  fair  market  value  of  the  proper¬ 
ties  covered  by  the  same  lien.  Whether 
the  mortgage  indebtedness  is  assumed  by 
the  parent  or  the  property  is  taken  sub¬ 
ject  to  the  mortgage  is  immaterial.  The 
basis  of  the  property  received  shall  be 
zero  if  the  cash  and  its  equivalent  re¬ 
ceived  is  equal  to  or  in  excess  of  the 
adjusted  basis  of  the  stock. 

(5)  The  application  of  the  rules  pre¬ 
scribed  in  (4)  may  be  illustrated  by  the 
following  examples: 

Example  (1).  Corporation  A  bought  all 
of  the  stock  of  Corporation  B  for  $1,000  on 
January  1,  1955.  The  only  asset  of  Corpora¬ 
tion  B  was  a  building  having  a  basis  of  $100. 
On  July  1,  1955,  such  building  was  sold  for 
$1,050.  The  amount  received  was  invested 
in  another  building  immediately  thereafter. 
On  December  30,  1955,  Corporation  B  was 
liquidated  under  section  332  in  a  trans¬ 
action  in  which  the  basis  of  the  assets  in 
the  hands  of  the  recipient  corporation  was 
determined  under  section  334  (b)  (2).  The 
basis  of  the  stock  of  Corporation  B  in  the 
hands  of  Corporation  A  is  increased  by  $50 
pursuant  to  5  1.334-1  (c)  (4)  (v)  and  (vi). 
The  basis  of  the  building  received  by  Corpo¬ 
ration  A  upon  the  liquidation  of  Corporation 
B  is  $1,050. 

Example  (2).  The  facts  are  the  same  as  in 
example  (1)  except  that  the  sale  price  of  the 
building  sold  was  $750.  The  basis  of  the 
building  in  the  hands  of  Corporation  A  upon 
liquidation  is  $750. 

(6)  For  the  purposes  of  section  334  (b) 
(2)  the  term  “purchase”  means  any  ac¬ 
quisition  of  stock,  but  only  if — 

(i)  The  basis  of  stock  in  the  hands  of 
the  distributee  is  not  determined  either 
in  whole  or  in  part  by  reference  to  the 
adjusted  basis  of  stock  in  the  hands  of 
the  person  from  whom  acquired,  or  under 
section  1014  (a)  (relating  to  property 
acquired  from  the  decedent) ; 

<ii)  The  stock  is  not  acquired  in  an 
exchange  to  which  section  351  applies; 
and 

(iii)  The  stock  is  not  acquired  from  a 
person  the  ownership  of  whose  stock 
would,  under  section  318  (a),  be  attri¬ 
buted  to  the  person  acquiring  such  stock. 
However,  if  a  corporation  acquires  stock 
pursuant  to  an  option  to  buy  such  stock 
from  a  person  who,  without  regard  to 
such  option,  is  not  a  person  the  owner¬ 
ship  of  whose  stock  would,  under  section 
318  (a),  be  attributed  to  such  corpora¬ 
tion,  such  stock  shall  be  considered  to 
have  been  purchased  on  the  date  of  the 
acquisition  of  such  option,  if  such  option 
is  exercised  on  or  before  the  last  day  of 
a  period  of  12  months  beginning  on  the 
day  of  the  earliest  purchase  of  stock 
(including  the  stock  subject  to  such 
option)  used  in  determining  the  appli¬ 
cability  of  section  334  (b)  (2)  and  for 
this  purpose  the  stock  with  respect  to 
which  the  option  was  exercised  shall  be 
deemed  to  have  been  purchased  on  the 
date  such  option  was  acquired. 

(7)  Section  334  (b)  does  not  apply  to 
minority  shareholders.  The  basis  of 
Property,  other  than  cash,  received  by 
such  shareholders  shall  be  determined 
under  section  334  (a) ,  334  (c)  or  358. 

§  1.334-2  Property  received  in  liqui¬ 
dation  under  section  333.  The  basis  of 
assets  (other  than  money)  acquired  by 
stockholders  in  a  liquidation  upon  which 
the  amount  of  gain  recognized  was  lim- 
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ited  under  section  333  shall  be  the  same 
as  the  basis  of  the  shares  of  stock  re¬ 
deemed  or  cancelled,  decreased  in  the 
amount  of  any  money  received  and  in¬ 
creased  in  the  amount  of  gain  recog¬ 
nized  and  the  amount  of  the  unsecured 
liabilities  assumed  by  the  stockholders. 
The  amount  thus  arrived  at  should  be 
allocated  to  the  various  assets  received 
on  the  basis  of  their  net  fair  market 
values  (the  net  fair  market  value  of  an 
asset  is  its  fair  market  value  less  any 
specific  mortgage  or  pledge  to  which  it 
is  subject) .  To  that  portion  of  the  basis 
thus  determined,  for  each  property 
against  which  there  is  a  hen,  should  be 
added  the  amount  of  such  lien.  Where 
more  than  one  property  is  covered  by 
the  same  lien,  the  amount  of  the  lien 
should  be  divided  among  the  properties, 
allocating  to  each  that  portion  of  the 
hen  that  the  fair  market  value  of  such 
property  bears  to  the  total  market  value 
of  the  properties  covered  by  the  same 
hen.  Whether  the  mortgage  indebted¬ 
ness  is  assumed  by  the  shareholders  or 
the  property  is  taken  subject  to  the 
mortgage  is  immaterial.  The  applica¬ 
tion  of  this  section  may  be  illus¬ 
trated  by  the  following  example: 

Example.  The  X  corporation  distributed 
all  its  property  in  complete  liquidation  dur¬ 
ing  the  month  of  October  1954  pursuant  to 
the  provisions  of  section  333.  A,  an  indi¬ 
vidual,  and  a  qualifying  electing  shareholder, 
received,  In  cancellation  or  redemption  of 
100  shares  of  stock  owned  by  him  at  the  time 
of  the  adoption  of  the  plan  of  liquidation, 
$1,000  in  cash,  property  (other  than  stock 
or  securities  acquired  by  the  corporation 
after  December  31,  1953)  with  a  fair  market 
value  of  $22,000  subject  to  a  lien  of  $1,000, 
and  stock  acquired  by  the  liquidating  cor¬ 
poration  after  December  31,  1953  with  a 
fair  market  value  of  $4,000.  A,  also  assumed 
a  $2,000  liability  of  the  liquidating  corpo¬ 
ration.  The  basis  of  the  shares  owned  by 
A  was  $120  per  share  or  $12,000.  A's  ratable 
share  of  the  earnings  and  profits  of  the  X 
corporation  accumulated  after  February  28, 
1913  (computed  as  provided  in  section  333) 
was  $2,500.  His  gain  is  $12,000,  but  under 
section  333  only  $5,000  of  this  gain  is  recog¬ 
nized,  $2,500  thereof  being  taxed  as  a  divi¬ 
dend.  The  basis  of  all  the  property  other 
than  money  received  by  A  is  $19,000,  com¬ 


puted  as  follows: 

Adjusted  basis  of  stock  cancelled  or 

redeemed - $12,  000 

Less:  money  received _ -  1,000 


Remainder _ _  11, 000 

Liability  assumed _  2,  000 

Specific  lien  against  property  (other 

than  stock) _  1,000 

Gain  recognized -  5, 000 


Basis  of  property  acquired.—  19,000 


The  basis,  excluding  the  specific  lien  attached 
to  the  property,  ($19,000  less  $1,000,  $18,000) 
will  be  apportioned  among  the  classes  of 
property  other  than  money  received  as  fol¬ 
lows:  $21,000/$25,000  of  $18,000  or  $15,120 
to  the  property  other  than  stock;  $4,000/ 
$25,000  of  $18,000  or  $2,880  to  the  stock.  The 
basis  of  the  property  other  than  stock, 
$15,120,  must  be  increased  by  the  amount 
of  the  specific  lien  attached  thereto,  $1,000, 
making  a  total  basis  for  such  property  of 
$16,120. 

Effects  on  Corporation 

§  1.336  Statutory  provisions;  general 
rule. 

Sec.  336.  General  rule.  Except  fts  pro¬ 
vided  in  section  453  (d)  (relating  to  dispo- 
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sition  of  installment  obligations),  no  gain 
or  loss  shall  be  recognized  to  a  corporation 
on  the  distribution  of  property  in  partial 
or  complete  liquidation. 

§  1.336-1  General  rule  on  liquidation 
of  corporation.  Except  as  provided  in 
section  453  (d) ,  no  gain  or  loss  is  recog¬ 
nized  to  a  corporation  on  the  distribu¬ 
tion  by  it  of  property  in  kind  in  partial 
or  complete  liquidation  (regardless  of 
the  fact  that  such  property  may  have 
appreciated  or  depreciated  in  value  since 
its  acquisition  by  the  corporation). 
However,  gain  or  loss  is  recognized  to  a 
corporation  on  all  sales  by  it,  whether 
directly  or  indirectly  (as  through  trustees 
or  a  receiver) ,  except  as  provided  in  sec¬ 
tion  337  (relating  to  sales  or  exchanges 
in  connection  with  certain  liquidations). 
See  sections  61,  6036,  6155  (a),  6161  (c), 
6503  (b),  6601,  6871,  6872  and  6873. 

§  1.337  Statutory  provisions;  gain  or 
loss  on  sales  or  exchanges  in  connection 
with  certain  liquidations. 

Sec.  337.  Gain  or  loss  on  sales  or  exchanges 
in  connection  with  certain  liquidations — 

(a)  General  rule.  If — 

(1)  A  corporation  adopts  a  plan  of  com¬ 
plete  liquidation  on  or  after  June  22,  1954, 
and 

(2)  Within  the  12-month  period  begin¬ 
ning  on  the  date  of  the  adoption  of  such 
plan,  all  of  the  assets  of  the  corporation  are 
distributed  in  complete  liquidation,  less 
assets  retained  to  meet  claims. 

then  no  gain  or  loss  shall  be  recognized  to 
such  corporation  from  the  sale  or  exchange 
by  it  of  property  within  such  12-month 
period. 

(b)  Property  defined — (1)  In  general. 
For  purposes  of  subsection  (a),  the  term 
“property”  does  not  include — 

(A)  Stock  in  trade  of  the  corporation,  or 
other  property  of  a  kind  which  would  prop¬ 
erly  be  included  in  the  inventory  of  the  cor¬ 
poration  if  on  hand  at  the  close  of  the 
taxable  year,  and  property  held  by  the  cor¬ 
poration  primarily  for  sale  to  customers  in 
the  ordinary  course  of  its  trade  or  business, 

(B)  Installment  obligations  acquired  in 
respect  of  the  sale  or  exchange  (without 
regard  to  whether  such  sale  or  exchange 
occurred  before,  on,  or  after  the  date  of  the 
adoption  of  the  plan  referred  to  in  subsec¬ 
tion  (a) )  of  stock  in  trade  or  other  property 
described  in  subparagraph  (A)  of  this  para¬ 
graph,  and 

(C)  Installment  obligations  acquired  in 
respect  of  property  (other  than  property 
described  in  subparagraph  (A) )  sold  or  ex¬ 
changed  before  the  date  of  the  adoption  of 
such  plan  of  liquidation. 

(2)  Nonrecognition  with  respect  to  inven¬ 
tory  in  certain  cases.  Notwithstanding 
paragraph  (1)  of  this  subsection,  if  substan¬ 
tially  all  of  the  property  described  in  sub- 
paragraph  (A)  of  such  paragraph  (1)  which 
is  attributable  to  a  trade  or  business  of  the 
corporation  is,  in  accordance  with  this  sec¬ 
tion,  sold  or  exchanged  to  one  -pferson  in  one 
transaction,  then  for  purposes  of  subsection 
(a)  the  term  "property”  includes — 

(A)  Such  property  so  sold  or  exchanged, 
and 

(B)  Installment  obligations  acquired  in 
respect  of  such  sale  or  exchange. 

(c)  Limitations — (1)  Collapsible  corpora¬ 
tions  and  liquidations  to  which  section  333 
applies .*  This  section  shall  not  apply  to  any 
sale  or  exchange — 

(A)  Made  by  a  collapsible  corporation  (as 
defined  in  section  341  (b)),  or 

(B)  Following  the  adoption  of  a  plan  of 
complete  liquidation,  if  section  333  applies 
with  respect  to  such  liquidation. 

(2)  Liquidations  to  which  section  332  ap¬ 
plies.  In  the  case  of  a  sale  or  exchange  fol- 
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lowing  the  adoption  of  a  plan  of  complete 
liquidation,  if  section  332  applies  with  re¬ 
spect  to  such  liquidation,  then — 

(A)  If  the  basis  of  the  property  of  the 
liquidating  corporation  in  the  hands  of  the 
distributee  is  determined  under  section  324 
(b)  (1),  this  section  shall  not  apply;  or 

(B)  If  the  basis  of  the  property  of  the 
liquidating  corporation  in  the  hands  of  the 
distributee  is  determined  under  section  324 
(b)  (2),  this  section  shall  apply  only  to  that 
portion  (if  any)  of  the  gain  which  is  not 
greater  than  the  excess  of  (1)  that  portion 
of  the  adjusted  basis  (adjusted  for  any  ad¬ 
justment  required  under  the  second  sen¬ 
tence  of  section  334  (b)  (2))  of  the  stock 
of  the  liquidating  corporation  which  is  al¬ 
locable,  under  regulations  prescribed  by  the 
Secretary  or  his  delegate,  to  the  property 
sold  or  exchanged,  over  (11)  the  adjusted 
basis,  in  the  hands  of  the  liquidating  cor¬ 
poration,  of  the  property  sold  or  exchanged. 

§  1.337-1  General.  Except  as  provide  d 
In  sections  337  (c)  and  392  (b),  if  a  cor¬ 
poration  distributes  all  of  its  assets  in 
complete  liquidation  within  12  months 
after  the  adoption  of  a  plan  of  liquida¬ 
tion,  which  plan  must  be  adopted  on  or 
after  June  22,  1954,  no  gain  or  loss  shall 
be  recognized  from  the  sale  of  property 
(as  defined  in  section  337  <b))  during 
such  12-month  period.  For  this  purpose 
such  sales  may  be  made  before  the  adop¬ 
tion  of  the  plan  of  liquidation  if  made  on 
the  same  day  such  plan  is  adopted.  All 
assets  (less  assets  retained  to  meet 
claims),  both  tangible  and  intangible, 
must  be  distributed  within  the  12-month 
period.  Any  assets  retained  after  the 
expiration  of  the  12-month  period  for  the 
payment  of  claims  (including  unascer¬ 
tained  or  contingent  liabilities  or  ex - 
penses)  must  be  specifically  set  apart  for 
that  purpose  and  must  be  reasonable  in 
amount  in  relation  to  the  items  involved. 
The  12-month  period  shall  begin  on  the 
date  of  adoption  of  the  plan  determined 
as  provided  in  §  1.337-2  (b)  and  no  ex¬ 
tension  of  such  period  can  be  granted. 
See  section  453  (d)  (4)  (B)  relative  to 
nonrecognition  of  gain  on  the  distribu¬ 
tion  of  certain  installment  obligations. 
Sales  or  exchanges  made  by  a  collapsible 
corporation  (as  defined  in  section  341 

(b) )  are  excluded  from  the  operation  of 
section  337  by  section  337  (c).  Accord¬ 
ingly,  section  337  does  not  apply  to  any 
sale  or  exchange  of  property  whenever 
the  distribution  of  such  property  in  par¬ 
tial  or  complete  liquidation  to  the  share¬ 
holders  in  lieu  of  such  sale  or  exchange 
would  have  resulted  in  the  taxation  of 
the  gain  from  such  distribution  in  the 
manner  provided  in  section  341  (a)  as  to 
any  shareholder  or  would  have  resulted 
in  the  taxation  of  the  gain  in  such  man¬ 
ner,  but  for  the  application  of  section 
341  (d).  Likewise,  section  337  does  not 
apply  to  sties  or  exchanges  made  by  a 
corporation  if  such  corporation  is  liqui¬ 
dated  in  a  transaction  to  which  section 
333  is  applicable,  or  in  a  transaction  tu 
which  section  332  applies  (except  to  the 
extent  provided  in  section  337  (c)  (2) 
(B)).  Section  392  (b)  provides  special 
rules  with  respect  to  the  recognition  of 
gain  or  loss  upon  certain  sales  made  by 
a  liquidating  corporation  during  1954 
and  1955. 

§  1.337-2  Sales  or  exchanges  within 
the  scope  of  section  337.  (a)  Provided 
the  other  conditions  of  section  337  are 
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met,  sales  or  exchanges  which  occur  on 
or  after  the  date  on  which  the  plan  of 
complete  liquidation  is  adopted  and 
within  the  12-month  period  thereafter 
are  subject  to  the  provisions  of  such  sec¬ 
tion.  The  date  on  which  a  sale  occurs 
depends  primarily  upon  the  intent  of  the 
parties  to  be  gathered  from  the  terms 
of  the  contract  and  the  surrounding  cir¬ 
cumstances.  In  ascertaining  whether  a 
sale  or  exchange  occurs  on  or  after  the 
date  on  which  the  plan  of  complete 
liquidation  is  adopted,  the  fact  that 
negotiations  for  sale  may  have  been 
commenced,  either  by  the  corporation  or 
its  shareholders,  or  both  shall  be  disre¬ 
garded.  Moreover,  an  executory  con¬ 
tract  to  sell  is  to  be  distinguished  from  a 
contract  of  sale.  Ordinarily,  a  sale  has 
not  occurred  when  a  contract  to  sell  has 
been  entered  into  but  title  and  possession 
of  the  property  have  not  been  trans¬ 
ferred  and  the  obligation  of  the  seller  to 
sell  or  the  buyer  to  buy  is  conditional. 

(b)  Ordinarily  the  date  of  the  adop¬ 
tion  of  a  plan  of  complete  liquidation  by 
a  corporation  is  the  date  of  adoption 
by  the  shareholders  of  the  resolution 
authorizing  the  distribution  of  all  the 
assets  of  the  corporation  (other  than 
those  retained  to  meet  claims)  in  re¬ 
demption  of  all  of  its  stock.  Where 
the  corporation  sells  substantially  all  of 
its  property  of  the  type  defined  in  sec¬ 
tion  337  (b)  prior  to  the  date  of  adop¬ 
tion  by  the  shareholders  of  such  reso¬ 
lution,  then  the  date  of  the  adbption  of 
the  plan  of  complete  liquidation  by  such 
corporation  is  the  date  of  the  adoption 
by  the  shareholders  of  such  resolution 
and  gaih  or  loss  will  be  recognized  with 
respect  to  such  sales.  Where  no  sub¬ 
stantial  part  of  the  property  of  the  type 
defined  in  section  337  (b)  has  been  sold 
by  the  corporation  prior  to  the  date  of 
adoption  by  the  shareholders  of  such 
resolution,  the  date  of  the  adoption  of 
the  plan  of  complete  liquidation  by  such 
corporation  is  the  date  of  adoption. by 
the  shareholders  of  such  resolution  and 
no  gain  or  loss  will  be  recognized  on  sales 
of  such  property  on  or  after  such  date, 
if  all  the  corporate  assets  (other  than 
those  retained  to  meet  claims)  are  dis¬ 
tributed  in  liquidation  to  the  share¬ 
holders  within  12  months  after  the  date 
of  the  adoption  of  such  resolution.  In 
all  other  cases  the  date  of  the  adoption 
of  the  plan  of  liquidation  shall  be  deter¬ 
mined  from  all  the  facts  and  circum¬ 
stances.  Section  337  shall  not  apply  in 
any  case  in  which  all  of  the  corporate 
assets  (other  than  those  retained  to  meet 
claims)  are  not  distributed  to  the  share¬ 
holders  within  12  months  after  the  date 
of  the  adoption  of  a  resolution  by  the 
shareholders  authorizing  the  distribu¬ 
tion  of  all  the  corporate  assets  in  re¬ 
demption  of  all  the  corporate  stock.  A 
corporation  will  be  considered  to  have 
distributed  all  of  its  property  other  than 
assets  retained  to  meet  claims  even 
though  it  has  retained  an  amount  of  cash 
equal  to  its  known  liabilities  and  liqui¬ 
dating  expenses  plus  an  amount  of  cash 
set  aside  under  arrangements  for  the 
payment  after  the  close  of  the  12-month 
period  of  unascertained  or  contingent 
liabilities  and  contingent  expenses. 
Such  arrangements  for  payment  must 


be  made  in  good  faith,  the  amount  set 
aside  must  be  reasonable,  and  no  amount 
may  be  set  aside  to  meet  claims  of  share¬ 
holders  with  respect  to  their  stock,  if 
it  is  established  to  the  satisfaction  of 
the  Commissioner  that  there  are  share¬ 
holders  who  cannot  be  located,  a  dis¬ 
tribution  in  liquidation  includes  a  trans¬ 
fer  to  a  State  official,  trustee,  or  other 
person  authorized  by  law  to  receive  dis¬ 
tributions  for  the  benefit  of  such  share¬ 
holders.  For  the  purposes  of  this  para¬ 
graph  “property  of  the  type  defined  in 
section  337  (b)  ”  means  property  upon 
the  sale  of  which  section  337  (a)  may 
provide  for  the  nonrecognition  of  gain 
or  loss  upon  sale  or  exchange  during  a 
12-month  period,  including  property  de¬ 
scribed  in  subparagraph  (A)  of  section 
337  (b)  (1)  if  sold  or  exchanged  at  any 
time  under  the  conditions  set  forth  in 
section  337  (b)  (2)  and  including  install¬ 
ment  obligations  acquired  in  respect  of 
such  sale  or  exchange. 

§  1.337-3  Property  defined,  (a)  Ex¬ 
cept  as  provided  in  section  337  (b)  (2) 
and  this  section,  the  term  “property” 
as  used  in  section  337  (a)  and  §  1.337-1 
does  not  include,  (1)  stock  in  trade  of 
the  corporation,  or  other  property  of  a 
kind  which  would  properly  be  included 
in  the  inventory  of  the  corporation  if  on 
hand  at  the  close  of  the  taxable  year 
and  property  held  by  the  corporation 
primarily  for  sale  to  customers  in  the 
ordinary  course  of  its  trade  or  business 
(hereinafter  for  purposes  of  section  337 
referred  to  as  “inventory”) ,  (2)  install¬ 
ment  obligations  acquired  at  any  time 
from  the  sale  or  exchange  of  inventory, 
or  (3)  installment  obligations  acquired 
from  the  sale  or  exchange  of  property 
(other  than  inventory)  prior  to  the 
adoption  of  the  plan  of  liquidation. 
With  the  exceptions  listed  above,  the 
term  “property”  includes  all  assets  owned 
by  a  corporation. 

(b)  Except  as  provided  in  paragraph 

(c)  of  this  section,  if  substantially  all 
of  the  inventory  is  sold  or  exchanged  to 
one  person  in  one  transaction,  then  for 
the  purpose  of  section  337  (a)  the  term 
“property”  shall  include: 

(1)  The  inventory  so  sold  or  ex¬ 
changed,  and 

(2)  Installment  obligations  acquired 
in  such  sale  or  exchange. 

For  this  purpose,  the  term  “substantially 
all”  means  substantially  all  of  the  in¬ 
ventory  at  the  time  of  the  sale  and  in¬ 
cludes  inventory  subject  to  liabilities, 
specific  or  otherwise.  Section  337  (b) 
(2)  shall  be  inapplicable  if  the  inven¬ 
tory  so  sold  is  replaced  by  like  inventory, 
or  by  a  new  kind  of  inventory. 

(c)  The  term  “property”  in  the  case  of 
a  corporation  which  is  engaged  in  two  or 
more  distinct  businesses  shall  include  the 
inventory  of  any  one  of  such  trades  or 
businesses  if  substantially  all  of  the  in¬ 
ventory  attributable  to  such  trade  or 
business  is  sold  or  exchanged  to  one  per¬ 
son  in  one  transaction.  If  installment 
obligations  are  received  upon  such  a  sale, 
such  obligations  are  also  included  within 
the  meaning  of  the  term  “property”. 

(d)  This  section  may  be  illustrated  by 
the  following  examples: 
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Example  ( 1 ).  Corporation  A  operates  a 
grocery  store  at  one  location  and  a  hard¬ 
ware  store  at  another.  Neither  store  handles 
Items  similar  to  those  handled  by  the  other. 
Both  stores  are  served  by  a  common  ware¬ 
house.  Pursuant  to  a  plan  of  liquidation 
adopted  by  the  corporation,  the  grocery  store 
and  all  of  its  inventory,  including  that  part 
of  its  inventory  held  in  the  warehouse,  are 
sold  to  one  person  in  one  transaction. 
Thereafter,  and  within  12  months  after  the 
adoption  of  the  plan  of  liquidation,  all  of  the 
assets  of  the  corporation  are  distributed  to 
the  shareholders.  No  gain  or  loss  will  be 
recognized  upon  the  sale  of  all  of  the  assets 
attributable  to  the  grocery  business,  includ¬ 
ing  the  inventory  items. 

Example  (2).  Corporation  B  operates  two 
department  stores,  one  in  the  downtown 
business  district  and  the  other  in  a  sub¬ 
urban  shopping  center.  Both  handle  the 
same  items  and  are  served  by  a  common 
warehouse  which  contains  an  amount  of 
inventory  items  equal  to  the  total  of  that 
in  both  stores.  The  part  of  the  inventory 
in  the  warehouse  which  is  attributable  to 
each  store  cannot  be  clearly  determined. 
Pursuant  to  a  plan  of  liquidation  adopted 
by  the  corporation,  the  assets  of  the  sub¬ 
urban  store,  including  the  inventory  held 
in  such  store,  but  not  including  any  portion 
of  the  inventory  held  in  the  warehouse,  are 
sold  to  one  person  in  one  transaction. 
Thereafter,  and  within  12  months  after  the 
adoption  of  the  plan  of  liquidation,  all  of 
the  assets  of  the  corporation  are  distributed 
to  the  shareholders.  No  gain  or  loss  will  be 
recognized  with  respect  to  the  sale  of  the 
property  other  than  the  inventory,  but  gain 
or  loss  will  be  recognized  upon  the  sale  of 
the  inventory. 

Example  (3).  The  facts  are  the  same  as 
in  example  (2)  except  that  the  part  of  the 
inventory  in  the  warehouse  which  is  at¬ 
tributable  to  the  suburban  store  can  be 
clearly  determined  and  both  the  inventory 
held  in  the  store  and  that  part  of  the  in¬ 
ventory  in  the  warehouse  attributable  to 
such  store  are  sold.  No  gain  or  loss  will  be 
recognized  upon  the  sale  of  the  inventory. 

§  1.337-4  Limitation  of  gain,  (a) 
Section  337  (c)  (2)  (B)  provides  a  lim¬ 
itation  upon  the  amount  of  gain  not 
recognized  where  a  corporation  sells  or 
exchanges  property  pursuant  to  a  plan 
of  complete  liquidation  (and  such  prop¬ 
erty,  if  distributed,  would  take  the  basis 
of  the  stock  held  by  the  distributee  pur¬ 
suant  to  the  provisions  of  section  334 

(b)  (2)  (relating  to  plans  of  liquidation 
adopted  within  2  years  after  purchase 
of  the  stock)).  The  amount  of  gain 
not  recognized  shall  not  be  greater  than 
the  excess  of  (1)  that  portion  of  the 
adjusted  basis  (further  adjusted  as  pro¬ 
vided  in  the  second  sentence  of  section 
334  (b)  (2)  and  in  §  1.334-1  (c) )  of  the 
stock  of  the  liquidating  corporation  in 
the  hands  of  its  parent  corporation  al¬ 
locable  to  the  property  sold  or  exchanged 
over  (2)  the  adjusted  basis  of  such  prop¬ 
erty  in  the  hands  of  the  liquidating 
corporation. 

(b)  Paragraph  (a)  of  this  section 
may  be  illustrated  by  the  following 
example: 

Example.  Corporation  A  owns  more  than 
80  percent  of  the  stock  of  Corporation  B, 
which  it  purchased  for  $10,000.  All  of  the 
assets  of  Corporation  B,  having  a  total  basis 
of  $4,000  are  sold  for  $12,000.  The  portion 
of  the  realized  gain  of  $8,000  which  is  not 
recognized  is  $6,000,  computed  as  follows: 

Basis  of  stock  allocable  to  property 


soW- . $10,000 

Basis  of  property  sold _  4,  000 

Excess  (not  recognized) _  6,000 


In  general,  where  section  337  (c)  (2)  (B) 
is  applicable  and  where  the  gain  realized 
from  the  sale  of  property  is  greater  than 
the  excess  of  the  selling  price  of  the 
property  over  the  basis  of  the  stock 
allocable  to  the  property  sold,  the 
amount  of  gain  to  be  recognized  from 
such  sale  is  equal  to  such  excess.  In  the 
above  example,  the  $2,000  gain  repre¬ 
senting  the  excess  of  the  selling  price  of 
$12,000  over  the  basis  of  the  stock  allo¬ 
cable  to  the  property  sold  ($10,000) 
would  be  recognized  to  the  liquidating 
corporation.  - 

(c)  For  the  purpose  of  this  section 
only,  the  basis  (adjusted  as  described  in 
(a)  of  this  section)  of  the  liquidating 
corporation’s  stock  in  the  hands  of  its 
parent  corporation  on  the  date  of  the 
first  sale  of  property,  shall  be  allocated 
to  the  assets  of  the  liquidating  corpora¬ 
tion  (unreduced  by  any  amount  appli¬ 
cable  to  minority  interests)  on  the  basis 
of  the  fair  market  value  of  such  assets 
(see  §  1.334-1  (c) ) ,  both  tangible  and 
intangible,  on  the  date  the  first  property 
is  sold  by  the  liquidating  corporation. 
The  allocation  then  made  shall  remain 
unchanged  for  the  purpose  of  determin¬ 
ing  recognized  gain  upon  subsequent 
sales  of  property  by  the  liquidating  cor¬ 
poration  unless  the  stock  ownership  of 
the  parent  corporation  changes.  In  the 
event  of  such  a  change,  a;  new  allocation 
shall  be  made  at  the  time  of  the  next 
sale  of  property  thereafter.  The  new 
allocation  shall  be  made  on  the  basis  of 
the  fair  market  value  of  the  liquidating 
corporation’s  assets  on  the  date  of  such 
sale. 

§  1.337-5  Information  to  be  filed 
with  return.  There  must  be  attached  to 
the  return  of  the  liquidating  corpora¬ 
tion,  the  following  information: 

(a)  A  copy  of  the  minutes  of  the 
stockholders’  meeting  at  which  the  plan 
of  liquidation  was  formally  adopted,  in¬ 
cluding  a  copy  of  the  plan  of  liquidation. 

(b)  A  statement  of  the  assets  sold 
after  the  adoption  of  the  plan  of  liquida¬ 
tion  including  the  dates  of  such'  sales.  If . 
section  337  (c)  (2)  (B),  relating  to  lim¬ 
ited  nonrecognition  of  gain  on  sales  by 
subsidiaries,  is  applicable,  this  statement 
must  include  a  computation  of  the  total 
gain  and  of  the  gain  not  recognized 
under  this  section. 

(c)  Information  as  to  the  date  of  the 
final  liquidating  distribution. 

(d)  A  statement  of  the  assets,  if  any, 
retained  to  pay  liabilities  and  the  nature 
of  the  liabilities. 

§  1.338  Statutory  provisions;  effect 
on  earnings  and  profits. 

Sec.  338.  Effect  on  earnings  and  profits. 
For  special  rule  relating  to  the  effect  on 
earnings  and  profits  of  certain  distributions 
in  partial  liquidation,  see  section  312  (e). 

Collapsible  Corporations;  Foreign 
Personal  Holding  Companies 

§  1.341  Statutory  provisions;  collap¬ 
sible  corporations. 

Sec.  341.  Collapsible  corporations — (a) 
Treatment  of  gain  to  shareholders.  Gain 
from — 

(1)  The  sale  or  exchange  of  stock  of  a 
collapsible  corporation, 

(2)  A  distribution  in  partial  or  complete 
liquidation  of  a  collapsible  corporation,  which 
distribution  is  treated  under  this  part  as 


In  part  or  full  payment  in  exchange  for 
stock,  and 

(3)  A  distribution  made  by  a  collapsible 
corporation  which,  under  section  301  (c)  (3) 

(A),  is  treated,  to  the  extent  it  exceeds  the 
basis  of  the  stock,  in  the  same  manner  as 
a  gain  from  the  sale  or  exchange  of  property, 

to  the  extent  that  it  would  be  considered 
(but  for  the  provisions  of  this  section)  as 
gain  from  the  sale  or  exchange  of  a  capital 
asset  held  for  more  than  6  months  shall, 
except  as  provided  in  subsection  (d),  be 
considered  as  gain  from  the  sale  or  exchange 
of  property  which  is  not  a  capital  asset. 

(b)  Definitions — (1)  Collapsible  corpora¬ 
tion.  For  purposes  of  this  section,  the  term 
“collapsible  corporation”  means  a  corporation 
formed  or  availed  of  principally  for  the  man¬ 
ufacture,  construction,  or  production  of 
property,  for  the  purchase  of  property  which 
(in  the  hands  of  the  corporation)  is  property 
described  in  paragraph  (3) ,  or  for  the  holding 
of  stock  in  a  corporation  so  formed  or  availed 
of,  with  a  view  to — 

(A)  The  sale  or  exchange  of  stock  by  its 
shareholders  (whether  in  liquidation  or 
otherwise),  or  a  distribution  to  its  share¬ 
holders,  before  the  realization  by  the  corpo¬ 
ration  manufacturing,  constructing,  produc¬ 
ing,  or  purchasing  the  property  of  a  substan¬ 
tial  part  of  the  taxable  income  to  be  derived 
from  such  property,  and 

(B)  The  realization  by  such  shareholders 
of  gain  attributable  to  such  property. 

(2)  Production  or  purchase  of  property. 
For  purposes  of  paragraph  ( 1 ) ,  a  corporation 
shall  be  deemed  to  have  manufactured,  con¬ 
structed,  produced,  or  purchased  property, 
if— 

(A)  It  engaged  in  the  manufacture,  con¬ 
struction,  or  production  of  such  property  to 
any  extent, 

(B)  It  holds  property  having  a  basis  de¬ 
termined,  in  whole  or  in  part,  by  reference 
to  the  cost  of  such  property  in  the  hands  of 
a  person  who  manufactured,  constructed, 
produced,  or  purchased  the  property,  or 

(C)  It  holds  property  having  a  basis  de¬ 
termined,  in  whole  or  in  part,  by  reference 
to  the  cost  of  property  manufactured,  con¬ 
structed,  produced,  or  purchased  by  the  cor¬ 
poration. 

(3)  Section  341  assets.  For  purposes  of 
this  section,  the  term  “section  341  assets” 
means  property  held  for  a  period  of  less  than 
3  years  which  is — 

(A)  Stock  in  trade  of  the  corporation,  or 
other  property  of  a  kind  which  would  prop¬ 
erly  be  Included  in  the  Inventory  of  the 
corporation  if  on  hand  at  the  close  of  the 
taxable  year; 

(B)  Property  held  by  the  corporation  pri¬ 
marily  for  sale  to  customers  in  the  ordinary 
course  of  its  trade  or  business; 

(C)  Unrealized  receivables  or  fees,  except 
receivables  from  sales  of  property  other  than 
property  described  in  this  paragraph;  or 

(D)  Property  described  in  section  1231  (b) 
(without  regard  to  any  holding  period  there¬ 
in  provided),  except  such  property  which  is 
or  has  been  used  in  connection  with  the 
manufacture,  construction,  production,  or 
sale  of  property  described  in  subparagraph 
(A)  or  (B). 

In  determining  whether  the  3 -year  holding 
period  specified  in  this  paragraph  has  been 
satisfied,  section  1223  shall  apply,  but  no 
such  period  shall  be  deemed  to  begin  before 
the  completion  of  the  manufacture,  con¬ 
struction,  production,  or  purchase. 

(4)  Unrealized  receivables.  For  purposes 
of  paragraph  (3)  (C),  the  term  “unrealized 
receivables  or  fees”  means,  to  the  extent  not 
previously  Includible  in  Income  under  the 
method  of  accounting  used  by  the  corpora¬ 
tion,  any  rights  (contractual  or  otherwise) 
to  payment  for — 

(A)  Goods  delivered,  or  to  be  delivered,  to 
the  extent  the  proceeds  therefrom  would  be 
treated  as  amounts  received  from  the  sale 
or  exchange  of  property  other  than  a  capital 
asset,  or 
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(B)  Services  rendered  or  to  be  rendered. 

(c)  Presumption  in  certain  cases — (1)  In 
general.  For  purposes  of  this  section,  a  cor¬ 
poration  shall,  unless  shown  to  the  contrary, 
be  deemed  to  be  a  collapsible  corporation  if 
fat  the  time  of  the  sale  or  exchange,  or  the 
distribution,  described  in  subsection  <[a) ) 
the  fair  market  value  of  its  section  341  assets 
(as  defined  in  subsection  (b)  (3) )  is — 

(A)  50  percent  or  more  of  the  fair  market 
value  of  its  total  assets,  and 

(B)  120  percent  or  more  of  the  adjusted 
basis  of  such  section  341  assets. 

Absence  of  the  conditions  described  in  sub- 
paragraphs  (A)  and  (B)  shall  not  give  rise 
to  a  presumption  that  the  corporation  was 
not  a  collapsible  corporation. 

(2)  Determination  of  total  assets.  In  de¬ 
termining  the  fair  market  value  of  the  total 
assets  of  a  corporation  for  purposes  of  par¬ 
agraph  (1)  (A),  there  shall  not  be  taken  into 
account — 

(A)  Cash, 

(B)  Obligations  which  are  capital  a? sets 
in  the  hands  of  the  corporation  (and  gov¬ 
ernmental  obligations  described  in  section 
1221  (5)),  and 

(C)  Stock  in  any  other  corporation. 

(d)  Limitations  on  application  of  section. 
In  the  case  of  gain  realized  by  a  shareholder 
with  respect  to  his  stock  in  a  collapsible 
corporation,  this  section  shall  not  apply — 

(1)  Unless,  at  any  time  after  the  com¬ 
mencement  of  the  manufacture,  construc¬ 
tion,  or  production  of  the  property,  or  at 
the  time  of  the  purchase  of  the  property 
described  in  subsection  (b)  (3)  or  at  any 
time  thereafter,  such  shareholder  (A)  owned 
(or  was  considered  as  owing)  more  than  5 
percent  in  value  of  the  outstanding  stock 
of  the  corporation,  or  (B)  owned  stock 
which  was  considered  as  owned  at  such  time 
by  another  shareholder  who  then  owned  (or 
was  considered  as  owning)  more  than  5  per¬ 
cent  in  value  of  the  outstanding  stock  of 
the  corporation; 

(2)  To  the  gain  recognized  during  a  tax¬ 
able  year,  unless  more  than  70  percent  of 
such  gain  is  attributable  to  the  property  so 
manufactured,  constructed,  produced,  or 
purchased;  and 

(3)  To  gain  realized  after  the  expiration 
of  3  years  following  the  completion  of  such 
manufacture,  construction,  production,  or 
purchase. 

For  purposes  of  paragraph  (1),  the  owner¬ 
ship  of  stock  shall  be  determined  in  accord¬ 
ance  with  the  rules  prescribed  in  paragraphs 
(1),  (2),  (3),  (5),  and  (6)  of  section  544 
(a)  (relating  to  personal  holding  companies) ; 
except  that,  in  addition  to  the  persons  pre¬ 
scribed  by  paragraph  (2)  of  that  section, 
the  family  of  an  individual  shall  Include  the 
spouses  of  that  individual’s  brothers  and 
sisters  (whether  by  the  whole  or  half  blc-od) 
and  the  spouses  of  that  individual’s  lineal 
descendants. 

§  1.341-1  Collapsible  corporations;  in 
general.  Subject  to  the  limitations  con¬ 
tained  in  §  1.341-4,  the  entire  pain 
from  (a)  the  actual  sale  or  exchange  of 
stock  of  a  collapsible  corporation,  (b) 
amounts  distributed  in  complete  or  par¬ 
tial  liquidation  of  a  collapsible  corpora¬ 
tion  which  are  treated,  under  section  331 
as  payment  in  exchange  for  stock,  and 
(c)  a  distribution  made  by  a  collapsible 
corporation  which,  under  section  301  (c) 

(3),  is  treated,  to  the  extent  it  exceeds 
the  basis  of  the  stock,  in  the  same  man¬ 
ner  as  a  gain  from  the  sale  or  exchange 
of  property,  shall  be  considered  as  gain 
from  the  sale  or  exchange  of  property 
which  is  not  a  capital  asset. 

§  1.341-2  Definitions — (a)  Determi¬ 
nation  of  collapsible  corporation.  (1) 
A  collapsible  corporation  is  defined  by 
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section  341  (b)  (1)  to  be  a  corporation 
formed  or  availed  of  principally  (i)  for 
the  manufacture,  construction,  or  pro¬ 
duction  of  property,  (ii)  for  the  pur¬ 
chase  of  property  which  (in  the  hands  of 
the  corporation)  is  property  described  in 
section  341  (b)  (3),  or  (iii)  for  the  hold¬ 
ing  of  stock  in  a  corporation  so  formed 
or  availed  of,  with  a  view  to  (a)  the  sale 
or  exchange  of  stock  by  its  shareholders 
(whether  in  liquidation  or  otherwise) ,  or 
a  distribution  to  its  shareholders,  prior  to 
the  realization  by  the  corporation  manu¬ 
facturing,  constructing,  producing,  or 
purchasing  the  property  of  a  substantial 
part  of  the  taxable  income  to  be  derived 
from  such  property,  and  (b)  the  realiza¬ 
tion  by  such  shareholders  of  gain  attrib¬ 
utable  to  such  property.  See  §  1.341-5 
for  a  description  of  the  facts  which  will 
ordinarily  be  considered  sufficient  to 
establish  whether  or  not  a  corporation 
is  a  collapsible  corporation  under  the 
rules  of  this  section.  See  §  1.341-5  (d) 
for  examples  of  the  application  of  section 
341. 

(2)  Under  section  341  (b)  (1)  the 
corporation  must  be  formed  or  availed 
of  with  a  view  to  the  action  therein  de¬ 
scribed,  that  is,  the  sale  or  exchange  of 
its  stock  by  its  shareholders,  or  a  dis¬ 
tribution  to  them  prior  to  the  realization 
by  the  corporation  manufacturing,  con¬ 
structing,  producing,  or  purchasing  the 
property  of  a  substantial  part  of  the 
taxable  income  to  be  derived  from  such 
property,  and  the  realization  by  the 
shareholders  of  gain  attributable  to 
such  property.  This  requirement  is  sat¬ 
isfied  in  any  case  in  which  such  action 
was  contemplated  by  those  persons  in  a 
position  to  determine  the  policies  of  the 
corporation,  whether  by  reason  of  their 
owning  a  majority  of  the  voting  stock 
of  the  corporation  or  otherwise.  The 
requirement  is  satisfied  whether  such 
action  was  contemplated,  uncondition¬ 
ally,  conditionally,  or  as  a  recognized 
possibility.  If  the  corporation  was  so 
formed  or  availed  of,  it  is  immaterial 
that  a  particular  shareholder  was  not  a 
shareholder  at  the  time  of  the  manufac¬ 
ture,  construction,  production,  or  pur¬ 
chase  of  the  property,  or  if  a  shareholder 
at  such  time,  did  not  share  in  such  view. 
Any  gain  of  such  a  shareholder  on  his 
stock  in  the  corporation  shall  be  treated 
in  the  same  manner  as  gain  of  a  share¬ 
holder  who  did  share  in  such  view.  The 
existence  of  a  bona  fide  business  reason 
for  doing  business  in  the  corporate  form 
does  not,  by  itself,  negate  the  fact  that 
the  corporation  may  also  have  been 
formed  or  availed  of  with  a  view  to  the 
action  described  in  section  341  (b). 

(3)  A  corporation  is  formed  or  availed 
of  with  a  view  to  the  action  described 
in  section  341  (b)  if  the  requisite  view 
existed  at  any  time  during  the  manu¬ 
facture,  production,  construction,  or 
purchase  referred  to  in  that  section. 
Thus,  if  the  sale,  exchange,  or  distribu¬ 
tion  is  attributable  solely  to  circum¬ 
stances  which  arose  after  the  manu¬ 
facture,  construction,  production,  or 
purchase  (other  than  circumstances 
which  reasonably  could  be  anticipated 
at  the  time  of  such  manufacture,  con¬ 
struction,  production,  or  purchase),  the 
corporation  shall,  in  the  absence  of  com¬ 


pelling  facts  to  the  contrary,  be  con¬ 
sidered  not  to  have  been  so  formed  or 
availed  of.  However,  if  the  sale,  ex¬ 
change  or  distribution  is  attributable  to 
circumstances  present  at  the  time  of 
the  manufacture,  construction,  produc¬ 
tion,  or  purchase,  the  corporation  shall, 
in  the  absence  of  compelling  facts  to 
the  contrary,  be  considered  to  have  been 
so  formed  or  availed  of. 

(4)  The  property  referred  to  in  sec¬ 
tion  341  (b)  is  that  property  or  the 
aggregate  of  those  properties  with  re¬ 
spect  to  which  the  requisite  view  existed. 
In  order  to  ascertain  the  property  or 
properties  as  to  which  the  requisite  view 
existed,  reference  shall  be  made  to  each 
property  as  to  which,  at  the  time  of  the 
sale,  exchange,  or  distribution  referred 
to  in  section  341  (b)  there  has  not  been 
a  realization  by  the  corporation  manu¬ 
facturing,  constructing,  producing,  or 
purchasing  the  property  of  a  substantial 
part  of  the  taxable  income  to  be  derived 
from  such  property.  However,  where 
any  such  property  is  a  unit  of  an  in¬ 
tegrated  project  involving  several  prop¬ 
erties  similar  in  kind,  the  determination 
whether  the  requisite  view  existed  shall 
be  made  only  if  a  substantial  part  of 
the  taxable  income  to  be  derived  from 
the  project  has  not  been  realized  at  the 
time  of  the  sale,  exchange,  or  distribu¬ 
tion,  and  in  such  case  the  determination 
shall  be  made  by  reference  to  the  ag¬ 
gregate  of  the  properties  constituting 
the  single  project. 

(5)  A  corporation  shall  be  deemed  to 
have  manufactured,  constructed,  pro¬ 
duced,  or  purchased  property  if  it  (i) 
engaged  in  the  manufacture,  construc¬ 
tion,  or  production  of  property  to  any  ex¬ 
tent,  or  (ii)  holds  property  having  a  basis 
determined,  in  whole  or  in  part,  by  refer¬ 
ence  to  the  cost  of  such  property  in  the 
hands  of  a  person  who  manufactured, 
constructed,  produced,  or  purchased  the 
property,  or  (iii)  holds  property  having 
a  basis  determined,  in  whole  or  in  part, 
by  reference  to  the  cost  of  property  man¬ 
ufactured,  constructed,  produced,  or 
purchased  by  the  corporation.  Thus, 
under  subdivision  (i)  of  this  subpara¬ 
graph,  for  example,  a  corporation  need 
not  have  originated  nor  have  completed 
the  manufacture,  construction,  or  pro¬ 
duction  of  the  property.  Under  subdivi¬ 
sion  (ii)  of  this  subparagraph,  for 
example,  if  an  individual  were  to  trans¬ 
fer  property  constructed  by  him  to  a  cor¬ 
poration  in  exchange  for  all  of  the 
capital  stock  of  such  corporation,  and 
such  transfer  qualifies  under  section  351, 
then  the  corporation  would  be  deemed 
to  have  constructed  the  property,  since 
the  basis  of  the  property  in  the  hands  of 
the  corporation  would,  under  section  362 
be  determined  by  reference  to  the  basis 
of  the  property  in  the  hands  of  the  in¬ 
dividual.  Under  subdivision  (iii)  of  this 
subparagraph,  for  example,  if  a  corpora¬ 
tion  were  to  exchange  property  con¬ 
structed  by  it  for  property  of  like  kind 
constructed  by  another  person,  and  such 
exchange  qualifies  under  section  1031 
(a),  then  the  corporation  would  be 
deemed  to  have  constructed  the  property 
received  by  it  in  the  exchange,  since  the 
basis  of  the  property  received  by  it  in  the 
exchange  would,  under  section  1031  (d), 
be  .determined  by  reference  to  the  basis 


Saturday ,  December  3,  1955 

of  the  property  constructed  by  the  cor¬ 
poration. 

(6)  In  determining  whether  a  corpo¬ 
ration  is  a  collapsible  corporation  by 
reason  of  the  purchase  of  property,  it  is 
immaterial  whether  the  property  is  pur¬ 
chased  from  the  shareholders  of  the 
corporation  or  from  persons  other 
than  such  shareholders.  The  property, 
however,  must  be  property  which,  in  the 
hands  of  the  corporation,  is  property  of 
a  kind  described  in  section  341  (b)  (3). 
The  determination  whether  property  is 
of  a  kind  described  in  section  341  (b)  (3) 
shall  be  made  without  regard  to  the  fact 
that  the  corporation  is  formed  or  availed 
of  with  a  view  to  the  action  described  in 
section  341  (b)  (1). 

(7)  Section  341  is  applicable  whether 
the  shareholder  is  an  individual,  a  trust, 
an  estate,  a  partnership,  a  company,  or 
a  corporation. 

(b)  Section  341  assets.  For  the  pur¬ 
poses  of  this  section,  the  term  “section 
341  assets”  means  the  following  listed 
property  if  held  for  less  than  3  years: 

(1)  Stock  in  trade  of  the  corporation, 
or  other  property  of  a  kind  which  would 
properly  be  included  in  the  inventory 
of  the  corporation  if  on  hand  at  the  close 
of  the  taxable  year. 

(2)  Property  held  primarily  for  sale 
to  customers  in  the  ordinary  course  of  a 
trade  or  business. 

(3)  Property  used  in  a  trade  or  busi¬ 
ness  as  defined  in  section  1231  (b)  and 
held  for  less  than  3  years,  except  property 
that  is  or  has  been  used  in  connection 
with  the  manufacture,  construction,  pro¬ 
duction  or  sale  of  property  described 
above  in  (1)  and  (2). 

(4)  Unrealized  receivables  or  fees  per¬ 
taining  to  property  listed  in  this  para¬ 
graph.  The  term  “unrealized  receiv¬ 
ables  or  fees”  means  any  rights 
(contractual  or  otherwise)  to  payment 
for  property  listed  in  (1),  (2),  and  (3) 
above  which  has  been  delivered  or  is  to 
be  delivered  and  rights  to  payments  for 
services  rendered  or  to  be  rendered,  to 
the  extent  such  rights  have  not  been  in¬ 
cluded  in  the  income  of  the  corporation 
under  the  method  of  accounting  used 
by  it.  In  determining  whether  the 
assets  referred  to  in  this  paragraph  have 
been  held  for  3  years,  the  time  such  assets 
were  held  by  a  transferor  shall  be  taken 
into  consideration  (section  1223) .  How¬ 
ever,  no  such  period  shall  begin  before 
the  date  the  manufacture,  construction, 
production,  or  purchase  of  such  assets  is 
completed. 

§  1.341-3  Presumptions,  (a)  Unless 
shown  to  the  contrary  a  corporation 
shall  be  considered  to  be  a  collapsible 
corporation  if  at  the  time  of  the  trans¬ 
actions  described  in  §  1.341-1  the  fair 
market  value  of  the  section  341  assets 
held  by  it  constitutes  50  percent  or  more 
of  the  fair  market  value  of  its  total  assets 
and  the  fair  market  value  of  the  section 
341  assets  is  120  percent  or  more  of  the 
adjusted  basis  of  such  assets.  In  de¬ 
termining  the  fair  market  value  of  the 
total  assets,  cash,  obligations  which  are 
capital  assets  in  the  hands  of  the  corpo¬ 
ration,  governmental  obligations,  and 
stock  in  any  other  corporation  shall  not 
be  taken  into  consideration.  The  failure 
of  a  corporation  to  meet  the  requirements 


FEDERAL  REGISTER 

of-  this  paragraph,  shall  not  give  rise  to 
the  presumption  that  the  corporation 
was  not  a  collapsible  corporation. 

(b)  The  following  example  will  illus¬ 
trate  the  application  of  this  section: 

Example.  A  corporation,  filing  its  income 
tax  returns  on  the  accrual  basis,  on  July  31, 
1955,  owned  assets  with  the  following  fair 
market  values:  Cash,  $175,000;  note  receiv¬ 
able  held  for  investment,  $130,000;  stocks  of 
other  corporations,  $545,000;  rents  receivable, 
$15,000;  and  a  building  constructed  by  the 
corporation  in  1953  and  held  thereafter  as 
rental  property,  $750,000.  The  adjusted  basis 
of  the  building  on  that  date  was  $600,000. 
The  only  debt  outstanding  was  a  $500,000 
mortgage  on  the  building.  On  July  31,  1955, 
the  corporation  liquidated  and  distributed 
all  of  its  assets  to  its  shareholders.  In  com¬ 
puting  whether  the  fair  market  value  of  the 
section  341  assets  (only  the  building)  is  50 
percent  or  more  of  the  fair  market  value  of 
the  total  assets,  the  cash,  note  receivable, 
and  stocks  of  other  corporations  are  not 
taken  into  account  in  determining  the  value 
of  the  total  assets,  with  the  result  that  the 
fair  market  value  of  the  total  assets  was 
$765,000  ($750,000  (building)  plus  $15,000 
(rents  receivable)).  Therefore,  the  value  of 
the  building  is  98  percent  of  the  total  assets 
($750,000-^765,000) .  The  value  of  the  build¬ 
ing  is  also  125  percent  of  the  adjusted  basis 
of  the  building  ($750,000-r-$600,000).  In 
view  of  the  above  facts,  there  arises  a  pre¬ 
sumption  that  the  corporation  is  a  collapsible 
corporation. 

§  1.341-4  Limitations  on  application 
of  section — (a)  General.  This  section 
shall  apply  only  to  the  extent  that  the 
recognized  gain  of  a  shareholder  upon 
his  stock  in  a  collapsible  corporation 
would  be  considered,  but  for  the  pro¬ 
visions  of  this  section,  as  gain  from  the 
sale  or  exchange  of  a  capital  asset  held 
for  more  than  six  months.  Thus,  if  a 
taxpayer  sells  at  a  gain  stock  of  a  col¬ 
lapsible  corporation  which  he  had  held 
for  six  months  or  less,  this  section  would 
not,  in  any  event,  apply  to  such  gain. 
Also,  if  it  is  determined,  under  pro¬ 
visions  of  law  other  than  section  341, 
that  a  sale  or  exchange  at  a  gain  of  stock 
of  a  collapsible  corporation  which  has 
been  held  for  more  than  six  months  re¬ 
sults  in  ordinary  income  rather  than 
long-term  capital  gain,  then  this  section 
(including  the  limitations  contained 
herein)  has  no  application  whatsoever 
to  such  gain. 

(b)  Stock  ownership  rules.  (1)  This 
section  shall  apply  in  the  case  of  gain 
realized  by  a  shareholder  upon  his  stock 
in  a  collapsible  corporation  only  if  the 
shareholder,  at  any  time  after  the  actual 
commencement  of  the  manufacture, 
construction,  or  production  of  the  prop¬ 
erty,  or  at  the  time  of  the  purchase  of 
the  property  described  in  section  341  (b) 
(3)  or  at  any  time  thereafter,  (i)  owned, 
or  was  considered  as  owning,  more  than 
5  percent  in  value  of  the  outstanding 
stock  of  the  corporation,  or  (ii)  owned 
stock  which  was  considered  as  owned  at 
such  time  by  another  shareholder  who 
then  owned,  or  was  considered  as  own¬ 
ing,  more  than  5  percent  in  value  of  the 
outstanding  stock  of  the  corporation.  * 

(2)  The  ownership  of  stock  shall  be 
determined  in  accordance  with  the  rules 
prescribed  by  section  544  (a)  (1),  (2), 

(3) ,  (5) ,  and  (6) ,  except  that,  in  addition 
to  the  persons  prescribed  by  section  544 
(a)  (2),  the  family  of  an  individual  shall 
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include  the  spouses  of  that  individual’s 
brothers  and  sisters,  whether  such  broth¬ 
ers  and  sisters  are  by  the  whole  or  the 
half  blood,  and  the  spouses  of  that  indi¬ 
vidual’s  lineal  descendants. 

(3)  For  the  purpose  of  this  limitation, 
treasury  stock  shall  not  be  considered  as 
outstanding  stock. 

(4)  It  is  possible,  under  this  limita¬ 
tion,  that  a  shareholder  in  a  collapsible 
corporation  may  have  gain  upon  his 
stock  in  that  corporation  treated  differ¬ 
ently  from  the  gain  of  another  share¬ 
holder  in  the  same  collapsible  corpora¬ 
tion. 

(c)  Seventy -percent  rule.  (1)  This 
section  shall  apply  to  the  gain  recognized 
during  a  taxable  year  upon  the  stock  in 
a  collapsible  corporation  only  if  more 
than  70  percent  of  such  gain  is  attrib¬ 
utable  to  the  property  referred  to  in 
section  341  (b)  (1).  If  more  than  70 
percent  of  such  gain  is  so  attributable, 
then  all  of  such  gain  is  subject  to  this 
section,  and,  if  70  percent  or  less  of 
such  gain  is  so  attributable,  then  none  of 
such  gain  is  subject  to  this  section. 

(2)  For  the  purpose  of  this  limitation, 
the  gain  attributable  to  the  property  re¬ 
ferred  to  in  section  341  (b(l)  is  the  excess 
of  the  recognized  gain  of  the  shareholder 
during  the  taxable  year  upon  his  stock 
in  the  collapsible  corporation  over  the 
recognized  gain  which  the  shareholder 
would  have  if  the  property  bad  not  been 
manufactured,  constructed,  produced,  or 
purchased.  In  the  case  of  gain  on  a  dis¬ 
tribution  in  partial  liquidation  or  a  dis¬ 
tribution  described  in  section  301  (c)  (3) 
(A),  the  gain  attributable  to  the  prop¬ 
erty  shall  not  be  less  than  an  amount 
which  bears  the  same  ratio  to  the  gain 
on  such  distribution  as  the  gain  which 
would  be  attributable  to  the  property  if 
there  had  been  a  complete  liquidation  at 
the  time  of  such  distribution  bears  to  the 
total  gain  which  would  have  resulted 
from  such  complete  liquidation. 

(3)  Gain  may  be  attributable  to  the 
property  referred  to  in  section  341  (b) 
(1)  even  though  such  gain  is  represented 
by  an  appreciation  in  the  value  of  prop¬ 
erty  other  than  that  manufactured,  con¬ 
structed,  produced,  or  purchased. 
Where,  for  example,  a  corporation  owns 
a  tract  of  land  and  the  development  of 
one-half  of  the  tract  increases  the  value 
of  the  other  half,  the  gain  attributable 
to  the  developed  half  of  the  tract  in¬ 
cludes  the  increase  in  the  value  of  the 
other  half. 

(4)  The  following  example  will  illus¬ 
trate  the  application  of  the  70  percent 
rule: 

Example:  On  January  2, 1954,  A  formed  the 
Z  Corporation  and  contributed  $1,000,000 
cash  in  exchange  for  all  of  the  stock  thereof. 
The  Z  Corporation  invested  $400,000  in  one 
project  for  the  purpose  of  building  arid  sell¬ 
ing  residential  houses.  As  of  December  31, 
1954,  the  residential  houses  in  this  project 
were  all  sold,  resulting  in  a  profit  of  $100,000 
(after  taxes).  Simultaneously  with  the  de¬ 
velopment  of  the  first  project  and  in  con¬ 
nection  with  a  second  and  separate  project 
the  Z  Corporation  invested  $600,000  in  land 
for  the  purpose  of  subdividing  such  land 
into  lots  suitable  for  sale  as  home  sites  and 
distributing  such  lots  in  liquidation  before 
the  realization  by  the  corporation  of  a  sub¬ 
stantial  part  of  the  taxable  income  to  be 
realized  from  this  second  project.  As  of 
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December  31,  1954,  Corporation  Z  had  de¬ 
rived  960,000  in  profits  (after  taxes)  from 
the  sale  of  some  of  the  lots.  On  January 
2,  1955,  the  Z  Corporation  made  a  distribu¬ 
tion  in  complete  liquidation  to  shareholder 
A  who  received: 

(i)  $560,000  In  cash  and  notes,  and 

(ii)  Lots  having  a  fair  market  value  of 
$940,000.  The  gain  recognized  to  shareholder 
A  upon  the  liquidation  is  $500,000  ($1,500,000 
minus  $1,000,000).  The  gain  which  would 
have  been  recognized  to  A  If  the  second 
project  had  not  been  undertaken  is  $100,000 
($1,100,000  minus  $1,000,000).  Therefore, 
the  gain  attributable  to  the  second  project 
which  is  property  referred  to  in  section  341 
(b)  (1),  is  $400,000  ($500,000  fhlnus  $100.- 
000).  Since  this  gain  ($400,000)  is  more 
than  70  percent  of  the  entire  gain  ($500,- 
000)  recognized  to  A  on  the  liquidation,  the 
entire  gain  so  recognized  is  gain  subject  to 
section  341  (a). 

(d)  Three-year  rule.  This  section 
shall  not  apply  to  that  portion  of  the 
gain  of  a  shareholder  that  is  realized 
more  than  three  years  after  the  actual 
completion  of  the  manufacture,  con¬ 
struction,  production,  or  purchase  of  the 
property  to  which  such  portion  is  attrib¬ 
utable. 

§  1.341-5  Application  of  section,  (a) 
Whether  or  not  a  corporation  is  a  col¬ 
lapsible  corporation  shall  be  determined 
under  the  rules  of  §  1.341-2  and  §  1.341-3 
on  the  basis  of  all  the  facts  and  circum¬ 
stances  in  each  particular  case.  The 
following  paragraphs  of  this  section  set 
forth  those  facts  which  will  ordinarily 
be  considered  sufficient  to  establish  that 
a  corporation  is  or  is  not  a  colla  psible 
corporation.  The  facts  set  forth  in  the 
following  paragraphs  of  this  section  are 
not  exclusive  of  other  facts  which  may 
be  controlling  in  any  particular  case. 
For  example,  if  the  facts  in  paragraph 
(b)  of  this  section,  but  not  the  facts  in 
paragraph  (c)  of  this  section,  are  pres¬ 
ent,  the  corporation  may  nevertheless 
not  be  a  collapsible  corporation  if  there 
are  other  facts  which  clearly  establish 
that  the  rules  of  §  1.341-2  and  §  1.341-3 
are  not  satisfied.  Similarly,  if  the;  facts 
in  paragraph  (c)  of  this  section  are 
present,  the  corporation  may  neverthe¬ 
less  be  a  collapsible  corporation  if  there 
are  other  facts  which  clearly  establish 
that  the  corporation  was  formed  or 
availed  of  in  the  manner  described  in 
§  1.341-2  and  §  1.341-3  or  if  the  facts  in 
paragraph  (c)  of  this  section  are  not 
significant  by  reason  of  other  facts,  such 
as  the  fact  that  the  corporation  is  sub¬ 
ject  to  the  control  of  persons  other  than 
those  who  were  in  control  immediately 
prior  to  the  manufacture,  construction, 
production,  or  purchase  of  the  property. 
See  §  1.341-4  for  provisions  which  make 
section  341  inapplicable  to  certain  share¬ 
holders  of  collapsible  corporations. 

(b)  The  following  facts  will  ordinar¬ 
ily  be  considered  sufficient  (except  as 
otherwise  provided  in  paragraph  (a)  of 
this  section  and  paragraph  (c)  of  this 
section)  to  establish  that  a  corporation 
is  a  collapsible  corporation: 

(1)  A  shareholder  of  the  corporation 
sells  or  exchanges  his  stock,  or  revives 
a  liquidating  distribution,  or  a  distribu¬ 
tion  described  in  section  301  (c)  (3)  (A), 

(2)  Upon  such  sale,  exchange,  or  dis¬ 
tribution,  such  shareholder  realize::;  gain 
attributable  to  the  property  descrilied  in 


subparagraphs  (4)  and  (5)  of  this  para¬ 
graph,  and 

(3)  At  the  time  of  the  manufacture, 
construction,  production,  or  purchase  of  n 
the  property  described  in  subparagraphs 

(4)  and  (5)  of  this  paragraph,  such  ac¬ 
tivity  was  substantially  in  relation  to  the 
other  activities  of  the  corporation  which 
manufactured,  constructed,  produced, 
or  purchased  such  property. 

The  property  referred  to  in  subpara¬ 
graphs  (2)  and  (3)  of  this  paragraph  is 
that  property  or  the  aggregate  of  those 
properties  which  meet  the  following  two 
requirements : 

(4)  The  property  is  manufactured, 
constructed,  or  produced  by  the  corpora¬ 
tion  or  by  another  corporation  stock  of 
which  is  held  by  the  corporation,  or  is 
property  purchased  by  the  corporation 
or  by  such  other  corporation  which  (in 
the  hands  of  the  corporation  holding 
such  property)  is  property  described  in 
section  341  (b)  (3) ,  and 

(5)  At  the  time  of  the  sale,  exchange, 
or  distribution  described  in  subpara¬ 
graph  (1)  of  this  paragraph,  the  cor¬ 
poration  which  manufactured,  con¬ 
structed,  produced,  or  purchased  such 
property  has  not  realized  a  substantial 
part  of  the  taxable  income  to  be  derived 
from  such  property. 

In  the  case  of  property  which  is  a  unit 
of  an  integrated  project  involving  several 
properties  similar  in  kind,  the  rules  of 
this  subparagraph  shall  be  applied  to  the 
aggregate  of  the  properties  constituting 
the  single  project  rather  than  separately 
to  such  unit.  Under  the  rules  of  this 
subparagraph,  a  corporation  shall  be 
considered  a  collapsible  corporation  by 
reason  of  holding  stock  in  other  corpora¬ 
tions  which  manufactured,  constructed, 
produced,  or  purchased  the  property  only 
if  the  activity  of  the  corporation  in  hold¬ 
ing  stock  in  such  other  corporations  is 
substantial  in  relation  to  the  other  ac¬ 
tivities  of  the  corporation. 

(c)  The  absence  of  any  of  the  facts 
set  forth  in  paragraph  (b)  of  this  section 
or  the  presence  of  the  following  facts 
will  ordinarily  be  considered  sufficient 
(except  as  otherwise  provided  in  para¬ 
graph  (a)  of  this  section)  to  establish 
that  a  corporation  is  not  a  collapsible 
corporation: 

(1)  In  the  case  of  a  corporation  sub¬ 
ject  to  the  rules  of  paragraph  (b)  of  this 
section  only  by  reason  of  the  manufac¬ 
ture,  construction,  production,  or  pur¬ 
chase  (either  by  the  corporation  or  by 
another  corporation  the  stock  of  which 
is  held  by  the  corporation)  of  property 
which  is  property  described  in  section 
341  (b)  (3)  (A)  and  (B),  the  amount 
(both  in  quantity  and  value)  of  such 
property  is  not  in  excess  of  the  amount 
which  is  normal — 

(i)  For  the  purpose  of  the  business 
activities  of  the  corporation  which 
manufactured,  constructed,  produced,  or 
purchased  the  property  if  such  corpora¬ 
tion  has  a  substantial  prior  business  his¬ 
tory  involving  the  use  of  such  property 
and  continues  in  business,  or 

(ii)  For  the  purpose  of  an  orderly 
liquidation  of  the  business  if  the  cor¬ 
poration  which  manufactured,  con¬ 
structed,  produced,  or  purchased  such 


property  has  a  substantial  prior  business 
history  involving  the  use  of  such  prop¬ 
erty  and  is  in  the  process  of  liquidation. 

(2)  In  the  case  of  a  corporation  sub¬ 
ject  to  the  rules  of  paragraph  (b)  of  this 
section  with  respect  to  the  manufacture, 
construction,  or  production  (either  by 
the  corporation  or  by  another  corpora¬ 
tion  the  stock  of  which  is  held  by  the 
corporation)  of  property,  the  amount  of 
the  unrealized  taxable  income  from  such 
property  is  not  substantial  in  relation 
to  the  amount  of  the  taxable  income 
realized  (after  the  completion  of  a  ma¬ 
terial  part  of  such  manufacture,  con¬ 
struction,  or  production,  and  prior  to  the 
sale,  exchange,  or  distribution  referred 
to  in  paragraph  (b)  (1)  of  this  sec¬ 
tion)  from  such  property  and  from 
other  property  manufactured,  con¬ 
structed,  or  produced  by  the  corporation. 

(d)  The  following  examples  will  il¬ 
lustrate  the  application  of  this  section: 

Example  (1).  (1)  On  January  2,  1954,  A 

formed  the  W  Corporation  and  contributed 
$50,000  cash  in  exchange  for  all  of  the  stock 
thereof.  The  W  Corporation  borrowed 
$900,000  from  a  bank  and  used  $800,000  of 
such  sum  In  the  construction  of  an  apart¬ 
ment  house  on  land  which  it  purchased  for 
$50,000.  The  apartment  house  was  com¬ 
pleted  on  December  31,  1954.  On  December 
31,  1954,  the  corporation,  having  determined 
that  the  fair  market  value  of  the  apartment 
house  separate  and  apart  from  the  land, 
was  $900,000,  made  a  distribution  (per¬ 
mitted  under  the  applicable  State  law) 
to  A  of  $100,000.  At  this  time,  the  fair 
market  value  of  the  land  was  $50,000. 
As  of  December  31,  1954,  the  corporation  has 
not  realized  any  earnings  and  profits.  In 
1955,  the  corporation  began  the  operation 
of  the  apartment  house  and  received  rentals 
therefrom.  The  corporation  has  since  con¬ 
tinued  to  own  and  operate  the  building. 
The  corporation  reported  on  the  basis  of  the 
calendar  year  and  cash  receipts  and  disburse¬ 
ments.  - 

(11)  Since  A  received  a  distribution  and 
realized  a  gain  attributable  to  the  building 
constructed  by  the  corporation,  since,  at  the 
time  of  such  distribution,  the  corporation 
has  not  realized  a  substantial  part  of  the 
taxable  income  to  be  derived  from  such 
building,  and  since  the  construction  of  the 
building  was  a  substantial  activity  of  the 
corporation,  the  W  Corporation  is  considered 
a  collapsible  corporation  under  §  1.341-5  (b). 
The  provisions  of  section  341  (d)  do  not 
prohibit  the  application  of  section  341  (a). 
Therefore,  the  distribution,  if  and  to  the 
extent  that  it  may  be  considered  long-term 
capital  gain  rather  than  ordinary  income 
without  regard  to  section  341,  will  be  con¬ 
sidered  ordinary  income  under  section  341 
(a). 

(iii)  In  the  event  of  the  existence  of  addi¬ 
tional  facts  and  circumstances  in  the  above 
case,  the  corporation,  notwithstanding  the 
above  facts,  might  not  be  considered  a  col¬ 
lapsible  corporation.  See  §§  1.341-2  and 
1.341-5  (a). 

Example  (2).  (i)  On  January  2,  1954,  B 

formed  X  Corporation  and  became  its  sole 
shareholder.  In  August  1954,  the  corpora¬ 
tion  completed  construction  of  an  office 
building.  It  immediately  sold  this  building 
at  a  gain  of  $50,000,  included  this  entire 
gain  in  its  return  for  1954,  and  distributed 
this  entire  gain  (less  taxes)  to  B.  In  June 
1955,  the  corporation  completed  construc¬ 
tion  of  a  second  office  building.  In  August 
1955,  B  sold  the  entire  stock  of  X  Corpora¬ 
tion  at  a  gain  of  $12,000,  which  gain  is  at¬ 
tributable  to  the  second  building. 

(ii)  X  Corporation  is  a  collapsible  corpo¬ 
ration  under  section  341  (b)  for  the  following 
reasons:  The  gain  realized  through  the  sale 
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Of  the  stock  of  X  Corporation  was  attrib¬ 
utable  to  the  second  office  building;  the 
construction  of  that  building  was  a  sub¬ 
stantial  activity  of  X  Corporation  during  the 
time  of  construction  and,  at  the  time  of  sale, 
the  corporation  had  not  realized  a  substan¬ 
tial  part  of  the  taxable  income  to  be  derived 
from  such  building.  Since  the  provisions 
of  section  341  (d)  do  not  prohibit  the  appli¬ 
cation  of  section  341  (a)  to  B,  the  gain  of 
$12,000  to  B  is,  accordingly,  considered 
ordinary  income. 

Example  (3).  The  facts  are  the  same  as  in 
example  (2),  except  that  the  following  facts 
are  shown:  B  was  the  president  of  the  X 
Corporation  and  active  in  the  conduct  of  its 
business.  The  second  building  was  con¬ 
structed  as  the  first  step  in  a  project  of  the 
X  Corporation  for  the  development  for  rental 
purposes  of  a  large  suburban  center  involv¬ 
ing  the  construction  of  several  buildings  by 
the  corporation.  The  sale  of  the  stock  by  B 
was  caused  by  his  retiring  from  all  business 
activity  as  a  result  of  illness  arising  after 
the  second  building  was  constructed.  Under 
these  additional  facts,  the  corporation  is  not 
considered  a  collapsible  corporation.  See 
If  1.341-2  and  1.341-5  (a). 

Example  (<).  (1)  On  January  2,  1948,  O 

formed  the  Y  Corporation  and  became  the 
sole  shareholder  thereof.  The  Y  Corporation 
has  been  engaged  solely  in  the  business  of 
producing  motion  pictures  and  licensing  their 
exhibition.  On  January  2,  1955,  C  sold  all  of 
the  stock  of  the  Y  Corporation  at  a  gain. 
The  Y  Corporation  has  produced  one  motion 
picture  each  year  since  its  organization  and 
before  January  2,  1955,  it  has  realized  a  sub¬ 
stantial  part  of  the  taxable  income  to  be  de¬ 
rived  from  each  of  its  motion  pictures  ex¬ 
cept  the  last  one  made  in  1954.  This  last 
motion  picture  was  completed  September  1, 
1954.  As  of  January  2,  1955,  no  license  had 
been  made  for  its  exhibition.  The  fair  mar¬ 
ket  value  on  January  2,  1955,  of  this  last 
motion  picture  exceeds  the  cost  of  its  pro¬ 
duction  by  $50,000.  A  material  part  of  the 
production  of  this  last  picture  was  com¬ 
pleted  on  January  1,  1954,  and  between  that 
date  and  January  2,  1955,  the  corporation  had 
realized  taxable  income  of  $500,000  from 
other  motion  pictures  produced  by  it.  The 
corporation  has  consistently  distributed  to 
its  shareholder  its  taxable  income  when  re¬ 
ceived  (after  adjustment  for  taxes). 

(ii)  Although  the  corporation  is  within 
paragraph  (b)  of  this  section  with  respect 
to  the  production  of  property,  the  amount 
of  the  unrealized  income  from  such  prop¬ 
erty  ($50,000)  is  not  substantial  in  relation 
to  the  amount  of  the  income  realized,  after 
the  completion  of  a  material  part  of  the 
production  of  such  property  and  prior  to 
sale  of  the  stock,  from  such  property  and 
other  property  produced  by  the  corporation 
($500,000).  Accordingly,  the  Y  Corporation 
Is  within  paragraph  (c)  (2)  of  this  section, 
and  is  not  considered  a  collapsible  corpo¬ 
ration. 

Example  (5).  The  facts  are  the  same  as 
in  example  (4)  except  that  C  sold  all  of  his 
.  stock  to  D  on  February  1,  1954.  On  Janu¬ 
ary  2,  1955,  D  sold  all  of  the  Y  Corporation 
stock  at  a  gain,  the  gain  being  attributable 
to  the  picture  completed  September  1,  1954, 
and  not  released  by  the  corporation  for 
exhibition.  In  view  of  the  change  of  con¬ 
trol  of  the  corporation,  the  provisions  of 
paragraph  (c)  (2)  of  this  section  are  not 
significant  at  the  time  of  the  sale  by  D,  and 
the  Y  Corporation  would  be  considered  a 
collapsible  corporation  on  January  2,  1955. 
See  §§  1.341-2  and  1.341-5  (a). 

§  1.342  Statutory  provisions;  liquida¬ 
tion  of  certain  foreign  personal  holding 
companies. 

Sec.  342.  Liquidation  of  certain  foreign 
Personal  holding  companies — (a)  In  general. 
If  any  distribution — 
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(1)  Is,  within  the  meaning  of  the  Inter¬ 
nal  Revenue  Code  of  1939,  a  distribution  in 
partial  liquidation  or  in  complete  liquida¬ 
tion  (including  any  one  of  a  series  of  dis¬ 
tributions  made  by  the  corporation  in  com¬ 
plete  cancellation  or  redemption  of  all  its 
stock)  and 

(2)  Is  made  by  a  foreign  corporation 
which,  with  respect  to  any  taxable  year 
beginning  on  or  before,  and  ending  after, 
August  26,  1937,  was  a  foreign  personal  hold¬ 
ing  company,  and  with  respect  to  which  a 
United  States  group  (as  defined  in  section 
552  (a)  (2))  existed  after  August  26,  1937, 
and  before  January  1,  1938, 

then  the  distribution  shall  be  treated  as  a 
distribution  in  full  or  part  payment  in  ex¬ 
change  for  the  stock,  and  the  amount  of  the 
gain  recognized  (determined  under  section 
1002  without  regard  to  this  part)  resulting 
from  such  distribution  shall  be  considered 
as  a  gain  from  the  sale  or  exchange  of  a 
capital  asset  held  for  not  more  than  6 
months. 

(b)  Special  rule  for  certain  liquidations 
before  1956.  Subsection  (a)  shall  not  apply 
in  the  case  of  a  series  of  distributions  in 
complete  liquidation  described  in  subsection 
(a)  if— 

(1)  The  first  distribution  is  made  on  or 
after  June  22,  1954,  and 

(2)  The  final  distributionjs  made  before 

January  1,  1956;  . 

and  the  amount  of  the  gain  recognized 
(determined  under  section  1002  without  re¬ 
gard  to  this  part)  resulting  from  such  dis¬ 
tributions  shall  be  considered  as  a  gain  from 
the  sale  or  exchange  of  a  capital  asset,  or  of 
property  which  is  not  a  capital  asset,  as  the 
case  may  be. 

§  1.342-1  General.  The  determina¬ 
tion  of  whether  a  foreign  corporation 
was  a  foreign  personal  holding  company 
with  respect  to  a  taxable  year  beginning 
on  or  before,  and  ending  after  August 
26,  1937,  shall  be  made  under  section  331 
or  the  Revenue  Act  of  1936  and  the  reg¬ 
ulations  thereunder.  For  the  purpose 
of  section  342  (a),  a  liquidation  may  be 
completed  before  the  actual  dissolution 
of  the  liquidating  corporation.  How¬ 
ever,  no  liquidation  shall  be  considered 
as  completed  until  the  liquidating  cor¬ 
poration  and  the  receiver  (or  trustees  in 
liquidation)  are  finally  divested  of  all  the 
property,  whether  tangible  or  intangible. 

Definition 

§  1.346  Statutory  provisions;  partial 
liquidation  defined. 

Sec.  346.  Partial  liquidation  defined — (a) 
In  general.  For  purposes  of  this  subchapter, 
a  distribution  shall  be  treated  as  in  partial 
liquidation  of  a  corporation  if — 

(1)  The  distribution  is  one  of  a  series  of 
distributions  in  redemption  of  all  of  the 
stock  of  the  corporation  pursuant  to  a  plan; 
or 

(2)  The  distribution  is  not  essentially 
equivalent  to  a  dividend,  is  in  redemption 
of  a  part  of  the  stock  of  the  corporation 
pursuant  to  a  plan,  and  occurs  within  the 
taxable  year  in  which  the  plan  is  adopted 
or  within  the  succeeding  taxable  year,  in¬ 
cluding  (but  not  limited  to)  a  distribution 
which  meets  the  requirements  of  subsec¬ 
tion  (b). 

For  purposes  of  section  562  (b)  (relating 
to  the  dividends  paid  deduction)  and  section 
6043  (relating  to  information  returns),  a 
partial  liquidation  includes  a  redemption  of 
stock  to  which  section  302  applies. 

(b)  Termination  of  a  business.  A  distri¬ 
bution  shall  be  treated  as  a  distribution  de¬ 
scribed  in  subsection  (a)  (2)  if  the 


requirements  of  paragraphs  (1)  and  (2)  of 
this  subsection  are  met. 

(1)  The  distribution  is  attributable  to  the 
corporation’s  ceasing  to  conduct,  or  consists 
of  the  assets  of,  a  trade  or  business  which 
has  been  actively  conducted  throughout  the 
5-year  period  immediately  before  the  distri¬ 
bution,  which  trade  or  business  was  not 
acquired  by  the  corporation  within  such 
period  in  a  transaction  in  which  gain  or 
loss  was  recognized  in  whole  or  in  part. 

(2)  Immediately  after  the  distribution 
the  liquidating  corporation  is  actively  en¬ 
gaged  in  the  conduct  of  a  trade  or  business, 
which  trade  or  business  was  actively  con¬ 
ducted  throughout  the  5-year  period  end¬ 
ing  on  the  date  of  the  distribution  and  was 
not  acquired  by  the  corporation  within  such 
period  in  a  transaction  in  which  gain  or  loss 
was  recognized  in  whole  or  in  part  . 

Whether  or  not  a  distribution  meets  the 
requirements  of  paragraphs  (1)  and  (2)  of 
this  subsection  shall  be  ietermined  without 
regard  to  whether  or  not  the  distribution  is 
pro  rata  with  respect  to  all  of  the  share¬ 
holders  of  the  corporation. 

(c)  Treatment  of  certain  redemptions. 
The  fact  that,  with  respect  to  a  shareholder, 
a  distribution  qualifies  under  section  302 

(a)  (relating  to  redemptions  treated  as  dis¬ 
tributions  in  part  or  full  payment  in  ex¬ 
change  for  stock)  by  reason  of  section  302 

(b)  shall  not  be  taken  into  account  in  de¬ 
termining  whether  the  distribution,  with 
respect  to  such  shareholder,  is  also  a  dis¬ 
tribution  in  partial  liquidation  of  the  cor¬ 
poration. 

§  1.346-1  Partial  liquidation — (a) 
General.  This  section  defines  a  partial 
liquidation.  If  amounts  are  distributed 
in  partial  liquidation  such  amounts  are 
treated  under  section  331  (a)  (2)  as 
received  in  part  or  full  payment  in  ex¬ 
change  for  the  stock.  A  distribution  is 
treated  as  in  partial  liquidation  of  a 
corporation  if — 

(1)  The  distribution  is  one  of  a  series 
of  distributions  in  redemption  of  all  of 
the  stock  of  the  corporation  pursuant  to 
a  plan  of  complete  liquidation,  or 

(2)  The  distribution — 

(i)  Is  not  essentially  equivalent  to  a 
dividend, 

(ii)  Is  in  redemption  of  a  part  of  the 
stock  of  the  corporation  pursuant  to  a 
plan,  and 

(iii)  Occurs  within  the  taxable  year 
in  which  the  plan  is  adopted  or  within 
the  succeeding  taxable  year. 

An  example  of  a  distribution  which  will 
qualify  as  a  partial  liquidation  under 
paragraph  (2)  and  section  346  (a)  is  a 
distribution  resulting  from  a  genuine 
contraction  of  the  corporate  business 
such  as  the  distribution  of  unused  in¬ 
surance  proceeds  recovered  as  a  result 
of  a  fire  which  destroyed  part  of  the 
business  causing  a  cessation  of  a  part 
of  its  activities.  On  the  other  hand,  the 
distribution  of  funds  attributable  to  a 
reserve  for  an  expansion  program  which 
has  been  abandoned  does  not  qualify  as 
a  partial  liquidation  within  the  meaning 
of  section  346  (a).  A  distribution  to 
which  section  355  applies  (or  so  much  of 
section  356  as  relates  to  section  355)  is 
not  a  distribution  in  partial  liquidation 
within  the  meaning  of  section  346  (a) . 

(b)  Special  requirements  on  termina¬ 
tion  of  business.  A  distribution  which 
occurs  within  the  taxable  year  in  which 
the  plan  is  adopted  or  within  the  suc¬ 
ceeding  taxable  year  and  which  meets 
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the  requirements  of  subsection  (b)  of 
section  346  falls  within  subparagraph 
(2)  of  paragraph  (a)  of  this  section  and 
within  section  346  (a)  (2).  The  re¬ 
quirements  which  a  distribution  must 
meet  to  fall  within  subsection  (b)  of 
section  346  are : 

( 1  >  Such  distribution  is  attributable 
to  the  corporation’s  ceasing  to  conduct, 
or  consists  of  assets  of,  a  trade  or  busi¬ 
ness  which  has  been  actively  conducted 
throughout  the  five-year  period  immedi¬ 
ately  before  the  distribution,  which 
trade  or  business  was  not  acquired  by 
the  corporation  within  such  period  in  a 
transaction  in  which  gain  or  loss  was 
recognized  in  whole  or  in  part,  and 

(2)  Immediately  after  such,  distribu¬ 
tion  by  the  corporation  it  is  actively  en¬ 
gaged  in  the  conduct  of  a  trade  or  busi¬ 
ness,  which  trade  or  business  was  ac¬ 
tively  conducted  throughout  the  five- 
year  period  ending  on  the  date  of  such 
distribution  and  was  not  acquired  by  the 
corporation  within  such  period  in  a 
transaction  in  which  gain  or  loss  was 
recognized  in  whole  or  in  part. 

A  distribution  shall  be  treated  as  hav¬ 
ing  been  made  in  partial  liquidation 
pursuant  to  section  346  (b)  if  it  consists 
of  the  proceeds  of  the  sale  of  the  assets 
of  a  trade  or  business  which  has  been 
actively  conducted  for  the  five-year  pe¬ 
riod  and  has  been  terminated,  or  if  it 
is  a  distribution  in  kind  of  the  assets  of 
such  a  business,  or  if  it  is  a  distribution 
in  kind  of  some  of  the  assets  of  such  a 
business  and  of  the  proceeds  of  the  sale 
of  the  remainder  of  the  assets  of  such 
a  business.  In  general,  a  distribution 
which  will  qualify  under  section  346  (b) 
may  consist  of,  but  is  not  limited  to — 

<i)  Assets  (other  than  inventory  or 
property  described  in  (ii) )  used  in  the 
trade  or  business  throughout,  the  five- 
year  period  immediately  before  the  dis¬ 
tribution  (for  this  purpose  an  asset  shall 
be  considered  used  in  the  trade  or  busi¬ 
ness  during  the  period  of  time  the  asset 
which  it  replaced  was  so  used) ,  or 

(ii)  Proceeds  from  the  sale  of  assets 
described  in  (i) ,  and,  in  addition, 

(iii)  The  inventory  of  such  trade  or 
business  or  property  held  primarily  for 
sale  to  customers  in  the  ordinary  course 
of  business,  if —  • 

(a)  The  items  constituting  such  in- 
vefitory  or  such  property  were  substan¬ 
tially  similar  to  the  items  constituting 
such  inventory  or  property  during  the 
five-year  period  immediately  loefore  the 
distribution,  and 

(b)  The  quantity  of  such  items  on  the 
date  of  distribution  was  not  substantially 
in  excess  of  the  quantity  of  similar  items 
regularly  on  hand  in  the  conduct  of  such 
business  during  such  five-year  period, 

or 

(iv)  Proceeds  from  the  sale  of  inven¬ 
tory  or  property  described  in  (iii),  if 
such  inventory  or  property  is  sold  in 
bulk  in  the  course  of  termination  of  such 
trade  or  business  and  if  with  respect  to 
such  inventory  the  conditioris  of  (a) 
and  (b)  of  (iii)  would  have  been  met  had 
such  inventory  or  property  been  distrib¬ 
uted  on  the  date  of  such  sale. 

(c>  Active  conduct  of  a  trade  or  busi¬ 
ness.  For  the  purpose  of  section  346 
(b)  (1),  a  corporation  shall  to  deemed 


to  have  actively  conducted  a  trade  of 
business  immediately  before  the  distri¬ 
bution,  if — 

(1)  In  the  case  of  a  business  the  assets 
of  which  have  been  distributed  in  kind, 
the  business  was  operated  by  such  cor¬ 
poration  until  the  date  of  distribution,  or 

(2)  In  the  case  of  a  business  the 
proceeds  of  the  sale  of  the  assets  of 
which  are  distributed,  such  business  was 
actively  conducted  until  the  date  of  sale 
and  the  proceeds  of  such  sale  were  dis¬ 
tributed  as  soon  thereafter  as  reason¬ 
ably  possible.  . 

The  term  “active  conduct  of  a  trade  or 
business”  shall  have  the  same  meaning 
in  this  section  as  in  §  1.355-1  (c). 

§  1.346-2  Treatment  of  certain  re¬ 
demptions.  If  a  distribution  in  a  re¬ 
demption  of  stock  qualifies  as  a  distri¬ 
bution  in  part  or  full  payment  in  ex¬ 
change  for  the  stock  under  both  section 
302  (a)  and  this  section,  then  only  this 
section  shall  be  applicable.  None  of  the 
limitations  of  section  302  shall  be  appli¬ 
cable  to  such  redemption. 

§  1.346-3  Effect  of  certain  sales.  The 
determination  of  whether  assets  sold  in 
connection  with  a  partial  liquidation  are 
sold  by  the  distributing  corporation  or 
by  the  shareholder  is  a  question  of  fact 
to  be  determined  under  the  facts  and 
circumstances  of  each  case. 

CORPORATE  ORGANIZATIONS  AND 
REORGANISATIONS 

§  1.351  Statutory  provisions;  transfer 
to  corporation  controlled  by  transferor. 

Sec.  351.  Transfer  to  corporation  con¬ 
trolled  by  transferor — (a)  General  rule.  No 
gain  or  loss  shall  be  recognized  if  property 
is  transferred  to  a  corporation  by  one  or 
more  persons  solely  in  exchange  for  stock 
or  securities  in  such  corporation  and  im¬ 
mediately  after  the  exchange  such  person  or 
persons  are  in  control  (as  defined  in  section 
368  (c) )  of  the  corporation.  For  purposes 
of  this  section,  stock  or  securities  issued  for 
services  shall  not  be  considered  as  issued 
in  return  for  property. 

(b)  Receipt  of  property.  If  subsection 
(a)  would  apply  to  an  exchange  but  for  the 
fact  that  there  is  received,  in  addition  to  the 
stock  or  securities  permitted  to  be  received 
under  subsection  (a),  other  property  or 
money,  then — 

(1)  Gain  (if  any)  to  such  recipient  shall 
be  recognized,  but  not  in  excess  of — 

(A)  The  amount  of  money  received,  plus 

(B)  The  fair  market  value  of  such  other 
property  received;  and 

(2)  No  loss  to  such  recipient  shall  be 
recognized. 

(c)  Special  rule.  In  determining  con¬ 
trol,  for  purposes  of  this  section,  the 
fact  that  any  corporate  transferor  distrib¬ 
utes  part  or  all  of  the  stock  which  it  re¬ 
ceives  in  the  exchange  to  its  shareholders 
shall  not  be  taken  into  account. 

(d)  Cross  references.  (1)  For  special  rule 
where  another  party  to  the  exchange  as¬ 
sumes  a  liability,  or  acquires  property  sub¬ 
ject  to  a  liability,  see  section  357. 

(2)  For  the  basis  of  stock,  securities,  or 
property  received  in  an  exchange  to  which 
this  section  applies,  see  sections  358  and  362. 

(3)  For  special  rule  in  the  case  of  an  ex¬ 
change  described  in  this  section  but  which 
results  In  a  gift,  see  section  2501  and 
following. 

(4)  For  special  rule  in  the  case  of  an  ex¬ 
change  described  In  this  section  but  which 
has  the  effect  of  the  payment  of  compensa¬ 
tion  by  the  corporation  or  by  a  transferor, 
see  section  61  (a)  (1). 


§  1.351-1  Transfer  to  corporation 
controlled  by  transferor,  (a)  (l)  Sec¬ 
tion  351  (a)  provides,  in  general,  for  the 
nonrecognition  of  gain  or  loss  upon  the 
transfer  by  one  or  more  persons  of  prop, 
erty  to  a  corporation  solely  in  exchange 
for  stock  or  securities  in  such  corpora- 
tion  if,  immediately  after  the  exchange, 
such  person  or  persons  are  in  control  of 
the  corporation  to  which  the  property 
was  transferred.  As  used  in  section  351, 
the  phrase  “one  or  more  persons”  in.’ 
eludes  individuals,  trusts,  estates,  part¬ 
nerships,  associations,  companies,  or 
corporations  (see  section  7701  (a)  (1)), 
To  be  in  control  of  the  transferee  cor¬ 
poration,  such  person  or  persons  must 
own  immediately  after  the  transfer  stock 
possessing  at  least  80  percent  of  the  total 
combined  voting  power  of  all  classes  of 
stock  entitled  to  vote  and  at  least  80  per¬ 
cent  of  the  total  number  of  shares  of  all 
other  classes  of  stock  of  such  corpora¬ 
tion  (see  section  368  (c) ) .  In  determin¬ 
ing  control  under  this  section,  the  fact 
that  any  corporate  transferor  distributes 
part  or  all  of  the  stock  which  it  receives 
in  the  exchange  to  its  shareholders  shall 
not  be  taken^nto  account.  The  phrase 
“immediately  after  the  exchange”  does 
not  necessarily  require  simultaneous  ex¬ 
changes  by  two  or  more  persons,  but 
comprehends  a  situation  where  the 
rights  of  the  parties  have  been  previously 
defined  and  the  execution  of  the  agree¬ 
ment  proceeds  with  an  expedition  con¬ 
sistent  with  orderly  procedure.  For 
purposes  of  this  section — 

(1)  Stock  or  securities  issued  for  sen- 
ices  rendered  or  to  be  rendered  to  or  for 
the  benefit  of  the  issuing  corporation  will 
not  be  treated  as  having  been  issued  in 
return  for  property,  and 

(ii)  Stock  or  securities  issued  for 
property  which  is  of  relatively  small 
value  in  comparison  to  the  value  of  the 
stock  and  securities  already  owned  (or 
to  be  received  for  services)  by  the  person 
who  transferred  such  property,  shall  not 
be  treated  as  having  been  issued  in  re¬ 
turn  for  property  if  the  primary  purpose 
of  the  transfer  is  to  qualify  under  this 
section  the  exchanges  of  property  by 
other  persons  transferring  property. 

For  the  purpose  of  section  351,  stock 
rights  or  stock  warrants  are  not  included 
in  the  term  “stock  or  securities.” 

(2)  The  application  of  section  351  (a) 
is  illustrated  by  the  following  examples: 

Example  (I).  C  owns  a  patent  right 
worth  $25,000  and  D  owns  a  manufacturing 
plant  worth  $75,000.  C  and  D  organize  the 
R  Corporation  with  an  authorized  capital 
stock  of  $100,000.  C  transfers  his  patent 
right  to  the  R  Corporation  for  $25,000  of  its 
stock  and  D  transfers  his  plant  to  the  new 
corporation  for  $75,000  of  its  stock.  No  gain 
or  loss  to  C  or  D  is  recognized. 

Example  (2).  B  owns  certain  real  estate 
which  cost  him  $50,000  in  1930,  but  which 
has  a  fair  market  value  of  $200,000  in  1955. 
He  transfers  the  property  to  the  N  Corpora¬ 
tion  in  1955  for  78  percent  of  each  class  of 
stock  of  the  corporation  having  a  fair  mar¬ 
ket  value  of  $200,000,  the  remaining  22  per¬ 
cent  of  the  stock  of  the  corporation  havhig 
been  issued  by  the  corporation  in  1940  to 
other  persons  for  cash.  B  realized  a  taxable 
gain  of  $150,000  on  this  transaction. 

Example  (3).  E,  an  individual,  owns 
property  with  a  basis  of  $10,000  but  which 
has  a  fair  market  value  of  $18,000.  E  also 
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had  rendered  services  valued  at  $2,000  to 
Corporation  F.  Corporation  F  has  outstand¬ 
ing  100  shares  of  common  stock  all  of  which 
are  held  by  G.  Corporation  F  issues  400 
shares  of  its  common  stock  (having  a  fair 
market  value  of  $20,000)  to  E  in  exchange 
for  his  property  worth  $18,000  and  in  com¬ 
pensation  for  the  services  he  has  rendered 
worth  $2,000.  Since  immediately  after  the 
transaction,  E  owns  80  percent  of  the  out¬ 
standing  stock  of  Corporation  F,  no  gain  is 
recognized  upon  the  exchange  of  the  prop¬ 
erty  for  the  stock.  However,  E  realized 
$2,000  of  ordinary  income  as  compensation 
for  services  rendered  to  Corporation  F. 

(b)  (1)  Where  property  is  transferred 
to  a  corporation  by  two  or  more  persons 
in  exchange  for  stock  or  securities,  as  de¬ 
scribed  in  paragraph  (a)  of  this  section, 
it  is  not  required  that  the  stock  and  se¬ 
curities  received  by  each  be  substantially 
in  proportion  to  his  interest  in  the  prop¬ 
erty  immediately  prior  to  the  transfer. 
However,  where  the  stock  and  securities 
received  are  received  in  disproportion  to 
such  interest,  the  entire  transaction  will 
be  given  tax  effect  in  accordance  with  its 
true  nature,  and  in  appropriate  cases 
the  transaction  may  be  treated  as  if  the 
stock  and  securities  had  first  been  re¬ 
ceived  in  proportion  and  then  some  of 
such  stock  and  securities  had  been  used 
to  make  gifts  (section  2501  and  follow¬ 
ing),  to  pay  compensation  (section  61 
(a)  (1)),  or  to  satisfy  obligations  of  the 
transferor  of  any  kind.  N 

(2)  The  application  of  paragraph  (b) 

(1)  of  this  section  may  be  illustrated  as 
follows: 

Example  ( 1 ).  Individuals  A  and  B,  father 
and  son,  organize  a  corporation  with  100 
shares  of  common  stock  to  which  A  transfers 
property  worth  $8,000  in  exchange  for  20 
shares  of  stock,  and  B  transfers  property 
worth  $2,000  in  exchange  for  80  shares  of 
stock.  No  gain  or  loss  will  be  recognized  un¬ 
der  section  351.  However,  if  it  is  determined 
that  A  in  fact  made  a  gift  to  B,  such  gift 
will  be  subject  to  tax  under  section  2501 
and  following.  Similarly,  if  B  had  rendered 
services  to  A  (such  services  having  no  rela¬ 
tion  to  the  assets  transferred  or  to  the  busi¬ 
ness  of  the  corporation)  and  the  dispropor¬ 
tion  in  the  amount  of  stock  received  consti¬ 
tuted  the  payment  of  compensation  by  A  to 
B,  B  will  be  taxable  upon  the  fair  market 
value  of  the  60  shares  of  stock  received  as 
compensation  for  services  rendered,  and  A 
will  realize  gain  or  loss  upon  the  difference 
between  the  basis  to  him  of  the  60  shares 
and  their  fair  market  value  at  the  time  of 
the  exchange. 

Example  (2).  Individuals  C  and  D  each 
transferred,  to  a  newly  organized  corpora¬ 
tion,  property  having  a  fair  market  value  of 
$4,500  in  exchange  for  the  issuance  by  the 
corporation  of  45  shares  of  its  capital  stock 
to  each  transferor.  At  the  same  time,  the 
corporation  issued  to  E,  an  individual,  10 
shares  of  its  capital  stock  in  payment  for 
organizational  and  promotional  services  ren¬ 
dered  by  E  for  the  benefit  of  the  corporation. 
E  transferred  no  property  to  the  corporation. 
C  and  D  were  under  no  obligation  to  pay  for 
E’s  services.  No  gain  or  loss  is  recognized  to 
C  or  D.  E  received  compensation  taxable  as 
ordinary  income  to  the  extent  of  the  fair 
market  value  of  the  10  shares  of  stock  re¬ 
ceived  by  him. 

§  1.351-2  Receipt  of  property,  (a) 
If  an  exchange  would  be  within  the  pro¬ 
visions  of  section  351  (a)  if  it  were  not 
for  the  fact  that  the  property  received 
ln  exchange  consists  not  only  of  prop¬ 
erty  permitted  by  such  subsection  to  be 


received  without  the  recognition  of  gain, 
but  also  of  other  property  or  money, 
then  the  gain,  if  any,  to  the  recipient 
shall  be  recognized,  but  in  an  amount 
not  in  excess  of  the  sum  of  such  money 
and  the  fair  market  value  of  such  other 
property.  No  loss  to  the  recipient  shall 
be  recognized. 

(b)  See  section  357  and  the  regula¬ 
tions  pertaining  to  that  section  for  ap¬ 
plicable  rules  as  to  the  treatment  of 
liabilities  as  “other  property”  in  cases 
subject  to  section  351,  where  another 
party  to  the  exchange  assumes  a  liability, 
or  Acquires  property  subject  to  a 
liability. 

(c)  See  sections  358  and  362  and  the 
regulations  pertaining  to  those  sections 
for  applicable  rules  with  respect  to  the 
determination  of  the  basis  of  stock, 
securities,  or  other  property  received  in 
exchanges  subject  to  section  351. 

(d)  See  Part  I  of  subchapter  C  and 
regulations  pertaining  to  that  part 
(§§  1.301  to  1.318-4)  for  applicable  rules 
with  respect  to  the  taxation  of  dividends 
where  a  distribution  by  a  corporation  of 
its  stock  or  securities  in  connection  with 
an  exchange  subject  to  section  351  (a) 
has  the  effect  of  the  distribution  of  a 
taxable  dividend. 

§  1.351-3  Records  to  be  kept  and  in¬ 
formation  to  be  filed,  (a)  Every  person 
who  received  the  stock  or  securities  of 
a  controlled  corporation,  or  other  prop¬ 
erty  as  part  of  the  consideration,  in  ex¬ 
change  for  property  under  section  351, 
shall  file  with  his  income  tax  return  for 
the  taxable  year  in  which  the  exchange 
is  consummcted  a  complete  statement 
of  all  facts  pertinent  to  such  exchange, 
including — 

(1)  A  description  of  the  property 
transferred,  or  of  his  interest  in  such 
property  together  with  a  statement  of 
the  cost  or  other  basis  thereof,  adjusted 
to  the  date  of  transfer. 

(2)  With  respect  to  stock  of  the  con¬ 
trolled  corporation  received  in  the  ex¬ 
change,  a  statement  of— 

(i)  The  kind  of  stock  and  preferences, 
if  any; 

(ii)  The  number  of  shares  of  each 
class  received;  and 

(iii)  The  fair  market  value  per  share 
of  each  class  at  the  date  of  the  exchange. 

(3)  With  respect  to  securities  of  the 
controlled  corporation  received  fh  the 
exchange,  a  statement  of — 

(i)  The  principal  amount  and  terms; 
and 

(ii)  The  fair  market  value  at  the  date 
of  exchange. 

(4)  The  amount  of  money  received,  if 
any. 

(5)  With  respect  to  other  property 
received — 

(i)  A  complete  description  of  each 
separate  item; 

(ii)  The  fair  market  value  of  each 
separate  item  at  the  date  of  exchange; 
and 

(iii)  In  the  case  of  a  corporate  share¬ 
holder,  the  adjusted  basis  of  the  other 
property  in  the  hands  of  the  controlled 
corporation  immediately  before  the  dis¬ 
tribution  of  such  other  property  to  the 
corporate  shareholder  in  connection 
with  the  exchange. 


(6)  With  respect  to  liabilities  of  the 
transferors  assumed  by  the  controlled 
corporation,  a  statement  of — 

(i)  The  nature  of  the  liabilities; 

(ii)  When  and  under  what  circum¬ 
stances  created; 

(iii)  The  corporate  business  reason 
for  assumption  by  the  controlled  cor¬ 
poration;  and 

(iv)  Whether  such  assumption  elimi¬ 
nates  the  transferor’s  primary  liability. 

(b)  Every  such  controlled  corporation 
shall  file  with  its  income  tax  return  for 
the  taxable  year  in  which  the  exchange 
is  consummated — 

(1)  A  complete  description  of  all  the 
property  received  from  the  transferors. 

(2)  A  statement  of  the  cost  or  other 
basis  thereof  in  the  hands  of  the  trans¬ 
ferors  adjusted  to  the  date  of  transfer. 

(3)  The  following  information  with 
respect  to  the  capital  stock  of  the  con¬ 
trolled  corporation — 

(i)  The  total  issued  and  outstanding 
capital  stock  immediately  prior  to  and 
immediately  after  the  exchange,  with  a 
complete  description  of  each  class  of 
stock; 

(ii)  The  classes  of  stock  and  number 
of  shares  issued  to  each  transferor  in  the 
exchange,  and  the  number  of  shares  of 
each  class  of  stock  owned  by  each  trans¬ 
feror  immediately  prior  to  and  immedi¬ 
ately  after  the  exchange,  and 

(iii)  The  fair  market  value  of  the  cap¬ 
ital  stock  as  of  the  date  of  exchange 
which  was  issued  to  each  transferor. 

(4)  The  following  information  with 
respect  to  securities  of  the  controlled 
corporation — 

(i)  The  principal  amount  and  terms 
of  all  securities  outstanding  immediately 
prior  to  and  immediately  after  the 
exchange, 

(ii)  The  principal  amount  and  terms 
of  securities  issued  to  each  transferor 
in  the  exchange,  with  a  statement  show¬ 
ing  each  transferor’s  holdings  of  securi¬ 
ties  of  the  controlled  corporation  im¬ 
mediately  prior  to  and  immediately  after 
the  exchange, 

(iii)  The  fair  market  value  of  the 
securities  issued  to  the  transferors  on 
the  date  of  the  exchange,  and 

(iv)  A  statement  as  to  whether  the 
securities  issued  in  the  exchange  are 
subordinated  in  any  way  to  other  claims 
against  the  controlled  corporation. 

(5)  The  amount  of  money,  if  any, 
which  passed  to  each  of  the  transferors 
in  connection  with  the  transaction. 

(6)  With  respect  to  other  property 
which  passed  to  each  transferor — 

(i)  A  complete  description  of  each 
separate  item; 

(ii)  The  fair  market  value  of  each 
separate  item  at  the  date  of  exchange, 
and 

(iii)  In  the  case  of  a  corporate  trans¬ 
feror,  the  adjusted  basis  of  each  separate 
item  in  the  hands  of  the  controlled  cor¬ 
poration  immediately  before  the  distri¬ 
bution  of  such  other  property  to  the  cor¬ 
porate  transferor  in  connection  with  the 
exchange. 

(7)  The  following  information  as  to 
the  transferor’s  liabilities  assumed  by  the 
controlled  corporation  in  the  exchange — 

(i)  The  amount  and  a  description 
thereof. 
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(:ti)  When  and  under  what  circum¬ 
stances  created,  and 

(  iii)  The  corporate  business  reason  or 
reasons  for  assumption  by  the  controlled 
corporation. 

(c)  Permanent  records  in  substantial 
form  shall  be  kept  by  every  taxpayer  who 
participates  in  the  type  of  exchange  de¬ 
scribed  in  section  351,  showing  the  in¬ 
formation  listed  above,  in  order  to  facili¬ 
tate  the  determination  of  gain  or  loss 
from  a  subsequent  disposition  of  stock  or 
securities  and  other  property,  if  any,  re¬ 
ceived  in  the  exchange. 

Effects  on  Shareholders  and  Security 
Holders 

§  1.354  Statutory  provisions;  ex¬ 
changes  of  stock  and  securities  in  certain 
reorganizations. 

Sue.  354.  Exchanges  of  stock  and  securities 
in  certain  reorganizations — (a)  General 
rule — (1)  In  general.  No  gain  or  loss  shall 
be  recognised  If  stock  or  securities  in  a  cor¬ 
poration  a  party  to  a  reorganization  are.  In 
pursuance  of  the  plan  of  reorganization,  ex¬ 
changed  solely  for  stock  or  securities  in  such 
corporation  or  in  another  corpora  lion  a  party 
to  the  reorganization. 

(2 1  Limitation.  Paragraph  (1)>  shall  not 
apply  if — 

(A)  The  principal  amount  of  any  such  se¬ 
curities  received  exceeds  the  principal 
amount  of  any  such  securities  surrendered, 
or 

(B)  Any  such  securities  are  received  and 
no  such  securities  are  surrendered. 

k  (3)  Cross  reference.  For  treatment  of  the 
exchange  if  any  property  is  received  which 
is  ndt  permitted  to  be  received  under  this 
subsection  (including  an  excess  principal 
amount  of  securities  received  over  securities 
surrendered),  see  section  356. 

(b)  Exception — (1)  In  general.  Subsec¬ 
tion  (a)  6hall  not  apply  to  an  exchange  in 
pursuance  of  a  plan  of  reorganization  within 
the  meaning  of  section  368  (a)  (1)  (D), 
unless — 

(A)  The  corporation  to  which  the  assets 
are  transferred  acquires  substantially  all  of 
the  assets  of  the  transferor  of  such  assets; 
and 

(B)  The  stock,  securities,  aii  other  prop¬ 
erties  received  by  such  transferor,,  sis  well  as 
the  ether  properties  of  such  transferor,  are 
distributed  in  pursuance  of  the  plan  of 
reorganization. 

(2)  Cross  reference.  For  special  rules  for 
certain  exchanges  in  pursuance  of  plans  of 
reorganization  within  the  meaning  of  sec¬ 
tion  368  (a)  (1)  (D),  see  section  355. 

(c)  Certain  railroad  reorganizations.  Not¬ 

withstanding  any  other  provision  of  this 
subchapter, '  subsection  (a)  (1)  (and  so 

much  of  section  356  sis  relates  to  th  Is  section) 
shall  apply  with  respect  to  a  plan  of  reor¬ 
ganization  (whether  or  not  a  reorganization 
within  the  meaning  of  section  363  (a) )  for 
a  railroad  approved  by  the  Interstate  Com¬ 
merce  Commission  under  section  77  of  the 
Bankruptcy  Act,  or  under  section  :10b  of  the 
Interstate  Commerce  Act,  as  being  in  the 
public  interest. 

§  1  354-1  Exchanges  of  stock  and  se¬ 
curities  in  certain  reorganizations,  (a) 
Section  354  provides  that  under  certain 
circumstances  no  gain  or  loss  is  recog¬ 
nized  to  a  shareholder  who  surrenders 
his  stock  in  exchange  for  other  stock  or 
to  a  .security  holder  who  surrenders  his 
securities  in  exchange  for  stock.  Sec¬ 
tion  354  also  provides  that  under  cer¬ 
tain  circumstances  a  security  holder 
may  surrender  securities  and  receive 
securities  in  the  same  principal  amount 
or  in  a  lesser  principal  amount  without 
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the  recognition  of  gain  or  loss  to  him. 
ITie  exchanges  to  which  section  354  ap¬ 
plies  must  be  pursuant  to  a  plan  of  re¬ 
organization  as  provided  in  section  368 

(a)  and  the  stock  and  securities  sur¬ 
rendered  as  well  as  the  stock  and  securi¬ 
ties  received  must  be  those  of  a  corpora¬ 
tion  which  is  a  party  to  the  reorganiza¬ 
tion.  Section  354  does  not  apply  to 
exchanges  pursuant  to  a  reorganization 
described  in  section  368  (a)  (1)  (D)  un¬ 
less  the  transferor  corporation — 

(1)  Transfers  all  or  substantially  all 
of  its  assets  to  a  single  corporation,  and 

(2)  Distributes  all  of  its  remaining 
properties  (if  any)  and  the  stock,  securi¬ 
ties  and  other  properties  received  in  the 
exchange  to  its  shareholders  or  security 
holders  in  pursuance  of  the  plan  of  re¬ 
organization.  The  fact  that  properties 
retained  by  the  transferor  corporation, 
or  received  in  exchange  for  the  proper¬ 
ties  transferred  in  the  reorganization, 
are  used  to  satisfy  existing  liabilities  not 
represented  by  securities  and  which  were 
incurred  in  the  ordinary  course  of  busi¬ 
ness  before  the  reorganization  does  not 
prevent  the  application  of  section  354 
to  an  exchange  pursuant  to  a  plan  of  re¬ 
organization  defined  in  section  368  (a) 
(1)  (D). 

(b)  Except  in  the  case  described  in 
subsection  (c),  section  354  is  not  appli¬ 
cable  to  an  exchange  of  stock  or  securi¬ 
ties  if  a  greater  principal  amount  of  se¬ 
curities  is  received  than  the  principal 
amount  of  securities  the  recipient  sur¬ 
renders,  or  if  securities  are  received  and 
the  recipient  surrenders  no  securities. 
See,  however,  section  356  and  regulations 
pertaining  to  such  section.  See  also  sec¬ 
tion  306  with  respect  to  the  receipt  of 
preferred  stock  in  a  transaction  to  which 
section  354  is  applicable. 

(c)  An  exchange  of  stock  or  securities 
shall  be  subject  to  section  354  (a)  (1) 
even  though — 

(1)  Such  exchange  is  not  pursuant  to 
a  plan  of  reorganization  described  in  sec¬ 
tion  368  (a),  and 

(2)  The  principal  amount  of  the  se¬ 
curities  received  exceeds  the  principal 
amount  of  the  securities  surrendered  or 
if  securities  are  received  and  no  securities 
are  surrendered-*- 

if  such  exchange  is  pursuant  to  a  plan 
of  reorganization  for  a  railroad  corpora¬ 
tion  sms  defined  in  section  77  (m)  of  the 
Bankruptcy  Act  and  is  approved  by  the 
Interstate  Commerce  Commission  under 
section  77  of  such  act  or  under  section 
20b  of  the  Interstate  Commerce  Act  as 
being  in  the  public  interest.  Section  354 
is  not  applicable  to  such  exchanges  if 
there  is  received  property  other  than 
stock  or  securities.  See,  however,  sec¬ 
tion  356  and  regulations  pertaining  to 
such  section. 

(d)  The  rules  of  section  354  may  be 
illustrated  by  the  following  examples: 

•  Example  {1).  Pursuant  to  a  reorganiza¬ 
tion  under  section  368  (a)  to  which  Cor¬ 
porations-  T  and  W  are  parties,  A,  a  share¬ 
holder  in  Corporation  T,  surrenders  all  his 
common  stock  in  Corporation  T  in  exchange 
for  common  stock  of  Corporation  W.  No 
gain  or  loss  is  recognized  to  A. 

Example  (2).  Pursuant  to  a  reorganiza¬ 
tion  under  section  368  (a)  to  which  Corpora¬ 
tions  X  and  Y  (which  are  not  railroad  cor¬ 
porations)  are  parties,  B,  a  shareholder  in 


Corporation  X,  surrenders  all  his  stock  in 
X  for  stock  and  securities  in  Y.  Section  354 
does  not  apply  to  this  exchange.  See,  how¬ 
ever,  section  356. 

Example  (3).  C,  a  shareholder  in  Cor- 
poration  Z  (which  is  not  a  railroad  corpora-, 
tion),  surrenders  all  his  stock  in  Corpora¬ 
tion  Z  in  exchange  for  securities  in  Corpora¬ 
tion  Z.  Whether  or  not  this  exchange  is  in 
connection  with  a  recapitalization  under 
section  368  (a)  (1)  (E),  section  354  does  not 
apply.  See,  however,  section  302. 

(e)  For  the  purpose  of  section  354, 
stock  rights  or  stock  warrants  are  not  in¬ 
cluded  in  the  term  “stock  or  securities", 

§  1.355  Statutory  provisions ;  distri¬ 
bution  of  stock  and  securities  of  a  con¬ 
trolled  corporation. 

Sec.  355.  Distribution  of  stock  and  securi¬ 
ties  of  a  controlled  corporation — (a)  Effect 
on  distributees — (1)  General  rule.  It — 

(A)  A  corporation  (referred  to  in  this  sec¬ 
tion  as  the  “distributing  corporation”) — 

(i)  Distributes  to  a  shareholder,  with  re¬ 
spect -to  its  stock,  or 

(ii)  Distributes  to  a  security  holder,  In 
exchange  for  its  securities, 

solely  stock  or  securities  of  a  corporation 
(referred  to  In  this  section  as  “controlled 
corporation”)  which  it  controls  immediately 
before  the  distribution, 

(B)  The  transaction  was  not  used  prin¬ 
cipally  as  a  device  for  the  distribution  of  the 
earnings  and  profits  of  the  distributing  cor¬ 
poration  or  the  controlled  corporation  or 
both  (but  the  mere  fact  that  subsequent  to 
the  distribution  stock  or  securities  in  one 
or  more  of  such  corporations  are  sold  or 
exchanged  by  all  or  some  of  the  distributees 
(other  than  pursuant  to  an  arrangement 
negotiated  or  agreed  upon  prior  to  such  dis¬ 
tribution)  shall  not  be  construed  to  mean 
that  the  transaction  was  used  principally  as 
such  a  device), 

(C)  The  requirements  of  subsection  (b) 
(relating  to  active  businesses)  are  satisfied, 
and 

(D)  As  part  of  the  distribution,  the  dis¬ 
tributing  corporation  distributes — 

(1)  All  of  the  stock  and  securities  in  the 
controlled  corporation  held  by  it  immedi¬ 
ately  before  the  distribution,  or 

(il)  An  amount  of  stock  in  the  controlled 
corporation  constituting  control  within  the 
meaning  of  section  368  (c),  and  it  is  estab¬ 
lished  to  the  satisfaction  of  the  Secretary  or 
his  delegate  that  the  retention  by  the  dis¬ 
tributing  corporation  of  stock  (or  stock  and 
securities)  in  the  controlled  corporation  was 
not  in  pursuance  of  a  plan  having  as  one  of 
its  principal  purposes  the  avoidance  of  Fed¬ 
eral  income  tax, 

then  no  gain  or  loss  shall  be  recognized  to 
(and  no  amount  shall  be  includible  in  the 
income  of)  such  shareholder  or  security 
holder  on  the  receipt  of  such  stock  or 
securities. 

(2)  Non  pro  rata  distributions,  etc.  Para¬ 
graph  (1)  shall  be  applied  without  regard 
to  the  following: 

(A)  Whether  or  not  the  distribution  is 
pro  rata  with  respect  to  all  of  the  share¬ 
holders  of  the  distributing  corporation. 

(B)  Whether  or  not  the  shareholder  sur¬ 
renders  stock  in  the  distributing  corpora¬ 
tion,  and 

(C)  Whether  or  not  the  distribution  is  in 
pursuance  of  a  plan  of  reorganization 
(within  the  meaning  of  section  368  (a)  (1) 

(D)). 

(3)  Limitation.  Paragraph  (1)  shall  not 
apply  if — 

(A)  The  principal  amount  of  the  securi¬ 
ties  in  the  controlled  corporation  which  are 
received  exceeds  the  principal  amount  of 
the  securities  which  are  surrendered  in  con¬ 
nection  with  such  distribution,  or 
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(B)  Securities  in  the  controlled  corpora¬ 
tion  are  received  and  no  securities  are  sur¬ 
rendered  in  connection  with  such  distribu¬ 
tion. 

For  purposes  of  this  section  (other  than  par¬ 
agraph  (1)  (D)  of  this  subsection)  and  so 
much  of  section  356  as  relates  to  this  section, 
stock  of  a  controlled  corporation  acquired  by 
the  distributing  corporation  by  reason  of  any 
transaction  which  occurs  within  5  years  of 
the  distribution  of  such  stock  and  in  which 
gain  or  loss  was  recognized  in  Whole  or  in 
part,  shall  not  be  treated  as  stock  of  such 
controlled  corporation,  but  as  other  property. 

(4)  Cross  reference.  For  treatment  of  the 
distribution  if  any  property  is  received  which 
is  not  permitted  to  be  received  under  this 
subsection  (including  an  excess  principal 
amount  of  securities  received  over  securities 
surrendered),  see  section  356. 

(b)  Requirements  as  to  active  business — 
(1)  in  general.  Subsection  (a)  shall  apply 
only  if  either — 

(A)  The  distributing  corporation,  and  the 
controlled  corporation  (or,  if  stock  of  more 
than  one  controlled  corporation  is  dis¬ 
tributed,  each  of  such  corporations),  is  en¬ 
gaged  immediately  after  the  distribution  in 
the  active  conduct  of  a  trade  or  business,  or 

(B)  Immediately  before  the  distribution, 
the  distributing  corporation  had  no  assets 
other  than  stock  or  securities  in  the  con¬ 
trolled  corporations  and  each  of  the  con¬ 
trolled  corporations  is  engaged  immediately 
after  the  distribution  in  the  active  conduct 
of  a  trade  or  business. 

(2)  Definition.  For  purposes  of  paragraph 
(1) ,  a  corporation  shall  be  treated  as  engaged 
in  the  active  conduct  of  a  trade  or  business 
if  and  only  if — • 

(A)  It  is  engaged  in  the  active  conduct  of 
a  trade  or  business,  or  substantially  all  of  its 
assets  consist  of  stock  and  securities  of  a 
corporation  controlled  by  it  (immediately 
after  the  distribution)  which  is  so  engaged, 

(B)  Such  trade  or  business  has  been 
actively  conducted  throughout  the  5-year 
period  ending  on  the  date  of  the 
distribution, 

(C)  Such  trade  or  business  was  not 
acquired  within  the  period  described  in  sub- 
paragraph  (B)  in  a  transaction  in  which 
gain  or  loss  was  recognized  in  whole  or  in 
part,  and 

(D)  Control  of  a  corporation  which  (at 
the  time  of  acquisition  of  control)  was  con¬ 
ducting  such  trade  or  business — 

(i)  Was  not  acquired  directly  (or  through 
one  or  more  corporations)  by  another  cor¬ 
poration  within  the  period  described  in 
subparagraph  (B),  or 

(ii)  Was  so  acquired  by  another  corpo¬ 
ration  within  such  period,  but  such  control 
was  so  acquired  only  by  reason  of  trans¬ 
actions  in  which  gain  or  loss  was  not  recog¬ 
nized  in  whole  or  in  part,  or  only  by  reason 
of  such  transactions  combined  with  acqui¬ 
sitions  before  the  beginning  of  such  period. 

§  1.355-1  Distribution  of  stock  and 
securities  of  controlled  corporation — (a) 
Application  of  section.  Section  355  pro¬ 
vides  for  the  separation,  without  recog¬ 
nition  of  gain  or  loss  to  the  shareholders 
and  security  holders,  of  two  or  more 
existing  businesses  formerly  operated, 
directly  or  indirectly,  by  a  single  cor¬ 
poration.  It  applies  only  to  the  separa¬ 
tion  of  existing  businesses  which  have 
been  in  active  operation  for  at  least  five 
years,  and  which,  in  general,  have  been 
owned  for  at  least  five  years  by  the  cor¬ 
poration  making  the  distribution  of  stock 
or  of  stock  and  securities.  Section  355 
does  not  apply  to  the  division  of  a  single 
business.  For  the  purpose  of  section  355, 
stock  rights  or  stock  warrants  are  not 
included  in  the  term  “stock  and  securi¬ 
ties”. 
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(b)  Types  of  separations.  Section  355 
is  concerned  with  two  general  types  of 
separations  of  businesses.  The  first  is 
the  distribution  of  the  stock  of  an  exist¬ 
ing  corporation.  The  second  is  the  dis¬ 
tribution  of  the  stock  of  a  new  corpora¬ 
tion  which  stock  was  received  in  ex¬ 
change  for  the  assets  of  a  business  pre¬ 
viously  operated  by  the  distributing 
corporation.  In  both  cases,  this  section 
contemplates  the  continued  operation  of 
the  businesses  existing  prior  to  the 
separation. 

(c)  Active  business.  Section  355  is  not 
applicable  unless  the  controlled  corpora¬ 
tion  and  the  distributing  corporation  are 
each  engaged  in  the  active  conduct  of  a 
trade  or  business.  For  specific  rules  in 
this  connection  see  section  355  (b)  (1) 
and  (2) .  Without  regard  to  such  rules, 
for  purposes  of  section  355,  a  trade  or 
business  consists  of  a  specific  existing 
group  of  activities  being  carried  on  for 
the  purpose  of  earning  income  or  profit 
from  only  such  group  of  activities,  and 
the  activities  included  in  such  group 
must  include  every  operation  which 
forms  a  part  of,  or  a  step  in,  the  process 
of  earning  income  or  profit  from  such 
group.  Such  group  of  activities  ordi¬ 
narily  must  include  the  collection  of  in¬ 
come  and  the  payment  of  expenses.  It 
does  not  include — 

(1)  The  holding  for  investment  pur¬ 
poses  of  stock,  securities,  land  or  other 
property,  including  casual  sales  thereof 
(whether  or  not  the  proceeds  of  such 
sales  are  reinvested), 

(2)  The  ownership  and  operation  of 
land  or  buildings  all  or  substantially  all 
of  which  are  used  and  occupied  by  the 
owner  in  the  operation  of  a  trade  or 
business,  or 

(3)  A  group  of  activities  which,  while 
a  part  of  a  business  operated  for  profit, 
are  not  themselves  independently  pro¬ 
ducing  income  even  though  such  activ¬ 
ities  would  produce  income  with  the 
addition  of  other  activities  or  with  large 
increases  in  activities  previously  inci¬ 
dental  or  insubstantial. 

(d)  The  following  examples  illustrate 
the  application  of  the  rules  described  in 
paragraph  (c)  of  this  section: 

Example  (1).  Corporation  A  is  engaged  In 
the  manufacture  and  sale  of  soap  and  deter¬ 
gents  and  owns  investment  securities.  It 
proposes  to  place  the  investment  securities 
in  a  new  corporation  and  distribute  the  stock 
of  such  new  corporation  to  its  shareholders. 
The  holding  of  investment  securities  does 
not  constitute  a  trade  or  business. 

Example  (2).  Corporation  B  is  engaged  in 
the  business  of  manufacturing  and  selling 
hats  in  its  own  factory  building.  It  proposes 
to  transfer  the  factory  building  to  a  new 
*  corporation  and  distribute  the  stock  of  such 
new  corporation  to  its  'Shareholders.  The 
activities  in  connection  with  the  manufac¬ 
turing  of  hats  constitute  a  trade  or  busi¬ 
ness:  but  the  operation  of  the  factory 
building  does  not. 

Example  (3) .  Corporation  C,  a  bank,  owns 
an  eleven-story  downtown  office  building,  the 
ground  floor  of  which  is  occupied  by  it  in 
the  conduct  of  its  banking  business  and  the 
remaining  ten  floors  of  which  it  rents  to  vari¬ 
ous  tenants.  The  ten  floors  are  rented,  man¬ 
aged  and  maintained  by  the  real  estate 
department  of  the  bank.  It  is  proposed  to 
transfer  the  building  to  a  new  corporation 
and  distribute  the  stock  of  such  new  cor¬ 
poration  to  the  bank’s  shareholders.  The 
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activities  in  connection  with  banking  con¬ 
stitute  a  trade  or  business  as  do  also  the 
activities  in  connection  with  the  rental  of 
the  building. 

Example  ( 4 ) .  Corporation  D,  a  bank,  owns 
a  two-story  building  in  a  suburban  area,  the 
ground  floor  and  approximately  one-half  of 
the  second  floor  of  which  is  occupied  by  it  in 
the  conduct  of  its  banking  business.  The 
remainder  of  the  second  floor  is  rented  as 
storage  space  to  a  neighboring  retail  mer¬ 
chant.  It  is  proposed  to  transfer  the  building 
to  a  new  corporation  and  distribute  the  stock 
of  such  new  corporation  to  the  bank's  share¬ 
holders.  With  respect  to  the  rental  of  part 
of  the  second  floor  of  its  building,  the  bank 
is  not  engaged  4n  the  active  conduct  of  a 
trade  or  business,  such  activity  being  only 
incidental  to  its  banking  business. 

Example  (5) .  Corporation  E  is  engaged  in 
the  manufacture  and  sale  of  wood  products. 
In  connection  with  such  manufacturing,  it 
maintains  a  research  department  for  its  own 
use.  It  proposes  to  transfer  the  research 
department  to  a  new  corporation  after  which 
it  will  engage  the  services  of  the  new  corpo¬ 
ration  on  a  contract  basis.  The  activities  of 
the  research  department  do  not  constitute  a 
trade  or  business. 

Example  ( 6 ).  Corporation  F  owns  and 
rents  an  office  building  and  owns  vacant 
land.  It  proposes  to  transfer  the  vacant 
land  to  a  new  corporation  and  distribute  the 
stock  of  such  new  corporation  to  its  share¬ 
holders.  The  holding  of  the  vacant  land 
does  not  constitute  a  trade  or  business. 

Example  (7).  Corporation  G  owns  land 
on  which  it  engages  in  the  ranching  business. 
Oil  has  been  discovered  in  the  area  and  it  is 
apparent  that  oil  may  be  found  under  the 
land  on  which  the  ranching  activities  are 
maintained.  Corporation  G  has  engaged  in 
no  activities  in  connection  with  the  mineral 
rights.  It  proposes  to  transfer  the  mineral 
rights  to  a  new  corporation  and  distribute 
the  stock  of  such  new  corporation  to  share¬ 
holders.  Corporation  G  is  not  engaged  in 
an  active  trade  or  business  with  respect  to 
the  mineral  rights. 

Example  (8).  Corporation  H  manufac¬ 
tures  and  sells  ice  cream  at  a  plant  in  State 
X  and  at  a  plant  in  State  T.  Corporation 
H  proposes  to  transfer  the  plant  and  related 
activities  in  State  Y  to  a  new  corporation 
and  distribute  the  stock  of  such  new  corpo¬ 
ration  to  its  shareholders.  The  activities  in 
each  State  constitute  a  trade  or  business. 

Example  (9).  Corporation  I  manufactures 
and  sells  ice  cream  in  State  X.  It  purchases 
land  and  constructs  a  new  plant  in  State 
Y.  After  manufacturing  and  selling  opera¬ 
tions  have  commenced  at  the  new  plant, 
it  proposes  to  transfer  it  to  a  new  corpora¬ 
tion  and  distribute  the  stock  of  such  new 
corporation  to  its  shareholders.  The  activi¬ 
ties  at  the  new  plant  constitute  a  trade  or 
business  which,  however,  has  been  in  ex¬ 
istence  only  since  such  activities  began. 

Example  (10).  Corporation  J  has  owned 
and  operated  a  men's  retail  clothing  store 
in  the  downtown  area  of  the  City  of  R  for 
seven  years  and  has  also  owned  and  oper¬ 
ated  a  men's  retail  clothing  store  in  the 
suburban  area  of  the  City  of  R  for  nine 
years.  The  manager  of  each  store  directs 
its  operations  and  makes  the  necessary  pur¬ 
chases.  No  common  warehouse  is  main¬ 
tained.  Corporation  J  proposes  to  transfer 
the  store  building,  fixtures,  and  Inventory 
of  the  suburban  store  to  a  new  corporation 
and  distribute  the  stock  of  such  new  cor¬ 
poration  to  the  shareholders  of  Corporation 
J.  The  activities  of  each  store  constitute  a 
trade  or  business  which  has  been  in  existence 
for  more  than  five  years. 

Example  (11).  Corporation  K  processes 
and  sells  meat  products.  It  is  proposed  to 
separate  the  selling  from  the  manufactur¬ 
ing  activities  by  forming  a  separate  cor¬ 
poration,  L,  to  handle  sales.  Corporation 
K  will  transfer  to  Corporation  L  certain 
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phynical  assets  pertaining  to  the  sales  func¬ 
tion  plus  cash  for  working  capital  in  ex¬ 
change  for  the  capital  stock  of  Corporation 
L  which  will  be  distributed  to  the  share¬ 
holders  of  Corporation  K.  Since  the  manu¬ 
facturing  and  selling  operations  constitute 
only  one  Integrated  business,  neither  Cor¬ 
poration  K  nor  Corporation  L  will  be  con¬ 
tinuing  the  active  conduct  of  a  trade  or 
business  formerly  conducted  by  Corpora¬ 
tion  K. 

Example  (12).  Corporation  M  is  engaged 
In  the  manufacture  and  sale  of  steel  and 
steel  products.  In  addition,  Corporation  M 
owns  and  operates  a  coal  mine  for  the  sole 
purpose  of  supplying  its  coal  requirements 
in  the  manufacture  of  steel.  It  Is  proposed 
to  transfer  the  coal  mine  to  a  new  corpora¬ 
tion  and  distribute  the  stock  of  such  new 
corporation  to  the  shareholders  of  Corpora¬ 
tion  M.  The  activities  of  Corporation  M  In 
connection  with  the  operation  of  the  coal 
mine  do  not  constitute  a  trade  <xr  business, 
since  such  activities  are  not  themselves  inde¬ 
pendently  producing  Income  although  a  part 
of  the  business  operated  for  profit. 

Example  (13).  Corporation  N  manufac¬ 
tures  steel  containers  for  oil  and  oil  products 
at  a  plant  In  State  X  and  at  a  plant  In 
State  Y.  Pursuant  to  a  sales  contract  with 
Corporation  O,  Corporation  N  sells  Its  entire 
produet  to  Corporation  O.  Corporation  N 
propones  to  transfer  the  plant  and  related 
activil  les  in  State  Y.  together  with  that  por¬ 
tion  o  ?  the  sales  contract  with  Corporation  O 
applicable  to  the  sales  of  that  plant  to  a 
new  corporation  and  distribute  the  stock  of 
such  new  corporation  to  Its  shareholders. 
The  fotlvlties  in  each  State  constitute  a 
trade  or  business  before  and  after  the  trans¬ 
fer  tc  the  new  corporation. 

Example  (14).  Corporation  P  manufac¬ 
tures  and  sells  steel  containers  for  oil  and 
oil  products  at  a  plant  in  State  X  and  at  a 
plant  in  State  Y.  Corporation  P  makes  all 
of  its  sales  through  its  wholly-owned  subsidi¬ 
ary  pursuant  to  a  sales  contract,  by  virtue 
of  which  the  subsidiary  acts  either  as  prin¬ 
cipal  or  sales  agent  for  Corporation  P.  Cor¬ 
poration  P  proposes  to  transfer  the  plant 
and  related  activities  In  State  Y,  together 
with  that  portion  of  the  sales  contract  ap¬ 
plicable  to  the  sales  of  that  plant  to  a  new 
corporation  and  distribute  the  stock  of  such 
new  corporation  to  its  shareholders.  The 
activities  In  each  State  constitute  a  trade 
or  business  before  and  after  the  transfer  to 
the  new  corporation. 

Example  (15).  Corporation  Q  manufac¬ 
tures  electrical  products  at  a  plant  In  State 
X  and  at  a  plant  in  State  Y.  The  sales  of 
the  electrical  products  produced  by  each 
plant  are  piade  by  the  corporation’s  sales 
office  located  at  the  plant  In  State  X.  Cor¬ 
poration  Q  proposes  to  transfer  the  plant 
and  related  activities  in  State  Y,  together 
with  that  portion  of  the  facilities  and  per¬ 
sonnel  of  the  sales  office  allocable  to  the 
sales  of  the  plant  in  State  Y  to  a  new  cor¬ 
poration  and  distribute  the  stock  of  such 
new  corporation  to  its  shareholders.  The 
activities  in  each  state  constitute  a  trade 
or  business  before  and  after  the  transfer  to 
the  new  corporation. 

E:uimple  (16).  Corporation  R  manufac¬ 
tures  and  sells  automobiles  and  operates  an 
executive  dining  room  primarily  for  the  con¬ 
venience  of  its  executives.  The  dining  room 
is  managed  and  operated  as  a  separate  unit 
and  the  executives  are  charged  for  their 
meuls.  Corporation  R  derives  a  profit  from 
the  operation  of  the  dining  room.  The  ac¬ 
tivities  connected  with  the  executive  dining 
rocm  do  not  constitute  a  trade  or  business. 

(e)  For  further  examples  of  businesses 
operated  by  one  corporation,  see  §  1.337- 
3  (d). 

§  1.355-2  Limitations — (a)  Property 
distributed.  The  property  distributed 
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must  consist  solely  of  stock  or  stock  and 
securities  of  a  controlled  corporation.  If 
additional  property  (including  an  excess 
principal  amount  of  securities  received 
over  securities  surrendered)  is  received, 
see  section  356. 

(b)  Distribution  of  earnings  and  prof¬ 
its.  (1)  The  transaction  must  not  have 
been  used  principally  as  a  device  for  the 
distribution  of  the  earnings  and  profits 
of  the  distributing  corporation  or  of  the 
controlled  corporation  or  of  both.  If, 
pursuant  to  an  arrangement  negotiated 
or  agreed  upon  prior  to  the  distribution 
of  stock  or  securities  of  the  controlled 
corporation,  part  or  all  of  the  stock  or 
securities  of  either  corporation  are  sold 
or  exchanged  after  the  distribution,  such 
sale  or  exchange  will  be  evidence  that 
the  transaction  was  used  principally  as  a 
device  for  the  distribution  of  the  earn¬ 
ings  and  profits  of  the  distributing  cor- 
portion  or  of  the  controlled  corporation, 
or  both.  However,  if  the  rules  respect¬ 
ing  continuity  of  interest  contained  in 
paragraph  (c)  of  this  section  are  not 
met,  section  355  will  not  apply.  If  a  sale 
of  such  stock  or  securities  is  made  after 
the  distribution  and  is  not  pursuant  to 
an  arrangement  negotiated  or  agreed 
upon  prior  to  the  distribution,  the  mere 
fact  of  such  sale  is  not  determinative 
that  the  transactions  was  used  prin¬ 
cipally  as  a  device  for  the  distribution  of 
earnings  and  profits,  but  such  fact  will 
be  evidence  that  the  transaction  was 
used  principally  as  such  a  device. 

(2)  A  sale  is  pursuant  to  an  arrange¬ 
ment  agreed  upon  prior  to  the  distribu¬ 
tion  when  enforcible  rights  to  buy  or  to 
sell  exist  before  such  distribution.  In 
any  case  in  which  a  sale  or  exchange  was 
discussed  by  the  buyer  and  the  seller 
before  the  distribution,  but  enforcible 
rights  to  buy  or  to  sell  did  not  exist  be¬ 
fore  such  distribution,  the  question 
whether  an  arrangement  was  negotiated 
within  the  meaning  of  section  355  (a) 
(1)  (B)  shall  be  determined  from  all  the 
facts  and  circumstances. 

(3)  In  determining  whether  a  trans¬ 
action  was  used  principally  as  a  device 
for  the  distribution  of  the  earnings  and 
profits  of  the  distributing  corporation  or 
of  the  controlled  corporation  or  both, 
consideration  will  be  given  to  all  of  the 
facts  and  circumstances  of  the  trans¬ 
action.  In  particular,  consideration  will 
be  given  to  the  nature,  kind  and  amount 
of  the  assets  of  both  corporations 
(and  corporations  controlled  by 
them)  immediately  after  the  trans¬ 
action.  The  fact  that  at  the  time  of  the 
transaction  substantially  all  of  the  assets 
of  each  of  the  corporations  involved  are 
and  have  been  usgfi  in  the  active  conduct 
of  trades  or  businesses  which  meet  the 
requirements  of  section  355  (b)  will  be 
considered  evidence  that  the  transaction 
was  not  used  principally  as  such  a  device. 

(c)  Business  purpose.  The  distribu¬ 
tion  by  a  corporation  of  stock  or  securi¬ 
ties  of  a  controlled  corporation  to  its 
shareholders  with  respect  to  its  own 
stock  or  to  its  security  holders  in  ex¬ 
change  for  its  own  securities  will  not 
qualify  under  section  355  where  carried 
out  for  purposes  not  germane  to  the 
business  of  the  corporation.  The  prin¬ 
cipal  reason  for  this  requirement  is  to 


limit  the  application  of  section  355  to 
certain  specified  distributions  or  ex¬ 
changes  with  respect  to  the  stock  or 
securities  of  controlled  corporations  inci¬ 
dent  to  such  readjustment  of  corporate 
structures  as  is  required  by  business  exi¬ 
gencies  and  which,  in  general,  effect  only 
a  readjustment  of  continuing  interests 
in  property  under  modified  corporate 
forms.  Section  355  contemplates  a  con¬ 
tinuity  of  the  entire  business  enterprise 
under  modified  corporate  forms  and  a 
continuity  of  interest  in  all  or  part  of 
such  business  enterprise  on  the  part  of 
those  persons  who,  directly  or  indirectly, 
were  the  owners  of  the  enterprise  prior 
to  the  distribution  or  exchange.  All  the 
requisites  of  business  and  corporate 
purposes  described  under  §  1.368  must  be 
met  to  exempt  a  transaction  from  the 
recognition  of  gain  or  loss  under  this 
section. 

(d)  Stock  and  securities  distributed. 
The  distributing  corporation  must  dis¬ 
tribute — 

(1)  All  of  the  stock  and  securities  of 
the  controlled  corporation  which  it  owns, 
or 

(2)  At  least  an  amount  of  the  stock 
which  constitutes  control  as  defined  in 
section  368  (c).  In  such  case  all,  or  any 
part,  of  the  securities  of  the  controlled 
corporation  may  be  distributed. 

Where  a  part  of  either  the  stock  or  se¬ 
curities  is  retained  under  (2),  it  must 
be  established  to  the  satisfaction  of  the 
Commissioner  that  such  retention  was 
not  in  pursuance  of  a  plan  having  as 
one  of  its  principal  purposes  the  avoid¬ 
ance  of  Federal  income  tax.  Ordinarily, 
the  business  reasons  (as  distinguished 
from  the  desire  to  make  a  distribution 
of  the  earnings  and  profits)  which  sup¬ 
port  a  distribution  of  stock  and  securi¬ 
ties  of  a  controlled  corporation  under 
paragraph  (c)  of  this  section  will  require 
the  distribution  of  all  of  the  stock  and 
securities.  If  the  distribution  of  all  of 
the  stock  and  securities  of  a  controlled 
corporation  would  be  treated  to  any  ex¬ 
tent  as  a  distribution  of  “other  prop¬ 
erty”  under  section  356,  this  fact  does 
not  tend  to  establish  that  the  retention 
of  any  of  such  stock  and  securities  is  not 
in  pursuance  of  a  plan  having  as  one 
of  its  principal  purposes  the  avoidance 
of  Federal  income  tax. 

(e)  Principal  amount  of  securities. 
(1)  Section  355  (a)  (1)  is  not  applicable 
if  the  principal  amount  of  securities  re¬ 
ceived  exceeds  the  principal  amount  of 
securities  surrendered  or  if  securities  are 

'  received  and  no  securities  are  surren¬ 
dered.  In  such  cases,  see  section  356. 

(2)  If  only  stock  is  received  in  a  trans¬ 
action  to  which  section  355  is  applicable, 
the  principal  amount  of  securities  sur¬ 
rendered,  if  any,  and  the  par  or  stated 
value  of  stock  is  not  relevant  to  the 
application  of  such  section.  For  ex¬ 
ample:  All  of  the  stock  of  Corporation  A 
is  owned  by  X,  an  individual,  and  se¬ 
curities  in  the  principal  amount  of  $100,- 
000  which  were  issued  by  Corporation 
A  are  owned  by  Y,  an  individual.  Cor¬ 
poration  A  distributes  all  of  the  stock 
of  a  controlled  corporation  to  Y  in  ex¬ 
change  for  his  securities.  The  par  or 
stated  value  of  the  stock  of  the  con¬ 
trolled  corporation  is  $150,000.  No  gain 
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or  loss  is  recognized  to  Y  upon  the  re¬ 
ceipt  of  the  stock  of  the  controlled 

corporation. 

(f)  Period  of  ownership.  (1)  For  the 
purposes  of  determining  whether  gain  or 
loss  will  be  recognized  upon  a  distribu¬ 
tion,  stock  of  a  controlled  corporation 
acquired  (in  a  transaction  in  which  gain 
or  loss  is  recognized,  in  whole  or  in  part) 
within  five  years  of  the  date  of  the  dis¬ 
tribution  of  such  stock  is  treated  as 
"other  property."  Section  355  does  not 
apply  to  a  transaction  which  includes  a 
distribution  of  such  stock.  See  section 
356.  The  stock  so  acquired  is  "stock", 
however,  for  the  purpose  of  the  require¬ 
ments  respecting  the  distribution  of 
stock  of  such  controlled  corporation 
provided  in  section  355  (a)  (1)  (D). 

(2)  Paragraph  (f)  (1)  of  this  section 
may  be  illustrated  by  the  following 
example: 

Example.  Corporation  A  has  held  85  of 
the  100  outstanding  shares  of  the  stock  of 
Corporation  B  for  more  than  five  years  on 
the  date  of  distribution.  Six  months  before 
such  date,  it  purchased  10  shares  of  such 
stock.  If  all  of  the  stock  of  the  controlled 
corporation  owned  by  Corporation  A  is  dis¬ 
tributed,  section  355  is  not  applicable  to 
such  distribution  since  the  10  shares  would 
represent  “other  property.”  See,  however, 
section  356.  If,  however,  for  proper  business 
reasons  it  is  decided  to  retain  some  of  the 
stock  of  Corporation  B,  then  the  determina¬ 
tion  of  the  amount  of  such  stock  which 
must  be  distributed  under  section  355  (a) 
(1)  (D)  in  order  to  constitute  a  distribution 
to  which  section  355  is  applicable  must  be 
made  by  reference  to  all  of  the  stock  of  the 
controlled  corporation  including  the  10 
6hares  acquired  six  months  before  such  date 
and  the  5  shares  owned  by  others.  Simi¬ 
larly,  if,  by  the  use  of  any  agency,  the  dis¬ 
tributing  corporation  acquires  stock  of  the 
controlled  corporation  within  five  years  of 
the  date  of  distribution,  for  example,  where 
another  subsidiary  purchases  such  stock, 
such  stock  will  be  treated  as  "other  prop¬ 
erty.”  If  Corporation  A  had  held  only  75 
of  the  100  outstanding  shares  of  stock  of 
Corporation  B  for  more  than  five  years  on 
the  date  of  distribution  and  had  purchased 
the  remaining  25  shares  six  months  before 
such  date,  neither  section  355  nor  section 
356  would  be  applicable. 

(g)  Active  businesses.  The  rules  of 
section  355  (b)  and  §  1.355-4,  relating  to 
active  businesses,  must  be  satisfied. 

§  1.355-3  Non  pro  rata  distributions, 
etc.  (a)  The  rule  of  section  355  (a)  (1) 
prescribing  that  gain  or  loss  will  not  be 
recognized  applies  whether  or  not  the 
distribution  is  pro  rata  with  respect  to 
the  interests  of  all  the  shareholders  in 
the  distributing  corporation  provided  all 
other  requirements  of  section  355  are 
satisfied.  For  example,  if  two  individ¬ 
uals,  A  and  B,  own  all  of  the  stock  of 
Corporation  X  which  operates  two  active 
businesses,  one  business  may  be  trans¬ 
ferred  to  a  new  corporation  in  exchange 
for  all  of  its  stock  and  such  stock  dis¬ 
tributed  to  either  A  or  B  in  exchange  for 
all  of  his  stock  of  Corporation  X.  Simi¬ 
larly,  if,  in  the  above  example,  only  a 
part  of  the  stock  of  the  new  corporation 
is  transferred  to  one  of  the  shareholders 
in  exchange  for  all  of  his  stock  of  Corpo¬ 
ration  X  and  the  balance  of  such  stock 
is  distributed  to  the  other  shareholder 
(whether  or  not  such  other  shareholder 
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surrenders  stock  in  Corporation  X) ,  no 
gain  or  loss  will  be  recognized.  The 
same  rule  will  be  applicable  if  the  stock 
of  an  existing  controlled  corporation  is 
distributed  to  the  shareholders  even 
though  such  distribution  is  not  pursuant 
to  a  plan  of  reorganization.  Section  355 
does  not  apply,  however,  if  the  substance 
of  the  transaction  is  merely  an  exchange 
between  shareholders  or  security  holders 
of  stock  or  securities  in  one  corporation 
for  stock  or  securities  in  another  cor¬ 
poration.  For  example,  if  two  individuals, 

C  and  D,  each  own  directly  fifty  percent 
of  the  stock  of  Corporation  M  and  fifty 
percent  of  the  stock  of  Corporation  N, 
section  355  would  not  apply  to  a  transac¬ 
tion  in  which  C  and  D  transfer  all  of 
their  stock  in  Corporation  M  and  Cor¬ 
poration  N  to  a  new  corporation,  P,  for 
all  of  the  stock  of  Corporation  P,  and 
Corporation  P  then  distributes  the  stock 
of  Corporation  M  to  C  and  the  stock  of 
Corporation  N  to  D. 

(b)  The  stock  of  the  controlled  cor¬ 
poration  which  is  distributed  may  con¬ 
sist  of  either  common  or  preferred  stock. 
See,  however,  section  306  with  respect 
to  the  receipt  of  preferred  stock  in  a 
transaction  to  which  section  355  is 
applicable. 

(c)  The  rule  of  section  355  (a)  (1) 
prescribing  that  gain  or  loss  will  not  be 
recognized  applies  whether  or  not  the 
shareholder  surrenders  stock  in  the  dis¬ 
tributing  corporation  and  whether  or 
not  the  distribution  is  in  pursuance  of  a 
plan  of  reorganization  (within  the  mean¬ 
ing  of  section  368  (a)  (1)  (D)). 

§  1.355-4  Active  conduct  of  a  trade  or 
business,  (a)  A  distribution  of  stock  or 
securities  of  a  controlled  corporation  is 
subject  to  section  355  (a)  only,  if: 

(1)  The  distributing  corporation  and 
the  controlled  corporation  are  each  en¬ 
gaged  in  the  active  conduct  of  a  trade 
or  business  immediately  after  the  dis¬ 
tribution  of  stock  or  securities  of  the 
controlled  corporation;  or 

(2)  Immediately  before  the  distribu¬ 
tion  the  distributing  corporation  had  no 
assets  other  than  stock  or  securities  in 
the  controlled  corporations  and  each  of 
the  controlled  corporations  is  engaged  in 
the  active  conduct  of  a  trade  or  business 
immediately  after  the  distribution.  In 
connection  with  the  requirement  of  “no 
assets"  a  de  minimis  rule  is  applicable. 

(3)  These  rules  are  illustrated  by  the 
following  examples: 

Example  (1).  Corporation  A,  prior  to  the 
distribution,  operates  an  active  business  and 
owns  all  of  the  stock  of  Corporation  B  which 
also  is  engaged  in  the  active  conduct  of  a 
business.  Corporation  A  distributes  all  of 
the  stock  of  Corporation  B  to  its  share¬ 
holders,  and  both  continue  the  operations  of 
their  separate  businesses.  The  active  busi¬ 
ness  requirement  of  section  355  (b)  (1)  (A) 
is  satisfied. 

Example  (2).  The  facts  are  the  same  as 
in  example  1,  except  that  Corporation  A 
transfers  all  of  its  assets  except  the  stock  of 
Corporation  B  to  a  new  corporation  in  ex¬ 
change  for  all  of  its  stock  and  transfers  the 
stock  of  both  controlled  corporations  to  its 
shareholders.  The  active  business  require¬ 
ment  of  section  355  (b)  (1)  (B)  is  satisfied. 

(b)  (1)  Section  355  (b)  (2)  provides 
rules  for  determining  whether  any  cor¬ 
poration  is  treated  as  engaged  in  the 
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active  conduct  of  a  trade  or  business  for 
purposes  of  ascertaining  whether  the 
distributing  corporation  and  the  con¬ 
trolled  corporation  meet  the  require¬ 
ments  of  section  355  (b)  (1).  Under 
section  355  (b)  (2)  (A),  a  corporation 
is  treated  as  engaged  in  the  active  con¬ 
duct  of  a  trade  or  business  if  it  is  itself 
engaged  in  such  a  trade  or  business  or  if 
substantially  all  of  its  assets  consist  of 
the  stock  and  securities  of  a  corporation 
or  corporations  controlled  by  it  (im¬ 
mediately  after  the  distribution)  each 
of  which  is  engaged  in  the  active  con¬ 
duct  of  a  trade  or  business.  Regardless 
of  whether  the  determination  is  based 
upon  a  corporation’s  own  conduct  of  a 
trade  or  business  or  on  the  basis  of  its 
ownership  of  the  stock  of  a  corporation 
or  corporations  which  conduct  a  trade 
or  business,  such  trade  or  business  must 
have  been  actively  conducted  for  the 
five-year  period  ending  on  the  date  of 
distribution  of  the  stock  and  securities 
of  the  controlled  corporation  the  stock 
of  which  was  distributed  as  provided  in 
section  355  (b)  (2)  (B).  Furthermore, 
such  trade  or  business  must  not  have 
been  acquired  by  either  corporation  dur¬ 
ing  such  five-year  period  unless  it  was 
acquired  in  a  transaction  in  which  gain 
or  loss  was  not  recognized  (section  355 
(b)  (2)  (C)).  In  addition,  under  sec¬ 
tion  355  (b)  (2)  (D) ,  such  business  must 
not  have  been  indirectly  acquired  during 
such  five-year  period  by  means  of  the 
acquisition  of  control  of  another  cor¬ 
poration  in  a  transaction  in  which  gain 
or  loss  was  recognized.  Thus,  section 
355  (b)  (2)  (D)  requires  that  during 
the  five-year  period  during  which  the 
trade  or  business  must  be  actively  con¬ 
ducted,  such  business  cannot  have  been 
acquired,  directly  or  indirectly,  through 
another  corporation  by  such  other  cor¬ 
poration  or  any  of  its  predecessors  in 
interest  in  a  transaction  in  which  gain 
or  loss  was  recognized  in  whole  or  in 
part. 

(2)  Paragraph  (b)  (1)  of  this  section 
may  be  illustrated  by  the  following 
example : 

Example.  In  1956,  Corporation  B,  having 
cash  and  other  liquid  assets  and  engaged  In 
only  one  active  business  purchases  all  of 
the  stock  of  Corporation  A,  also  engaged  In 
a  single  active  business.  Later  In  the  same 
year.  Corporation  B  in  a  "downstairs”  statu¬ 
tory  merger  merges  into  Corporation  A.  In 
1958,  Corporation  A  places  the  assets  of  the 
active  business  formerly  operated  by  Cor¬ 
poration  B  in  a  new  subsidiary  X.  A  dis¬ 
tribution  of  the  stock  of  Corporation  X  to 
the  stockholders  of  Corporation  A  is  not 
within  the  terms  of  section  355,  since  one  of 
the  active  businesses  had,  in  effect,  been 
purchased  less  than  five  years  prior  to  the 
distribution. 

(3)  For  the  purpose  of  determining 
whether  such  trade  or  business  has  been 
actively  conducted  throughout  the  five- 
year  period  described  in  section  355  (b) 
(2),  the  fact  that  during  such  five-year 
period  such  trade  or  business  underwent 
change  (for  example,  by  the  addition  of 
new  or  the  dropping  of  old  products, 
changes  in  production  capacity,  and  the 
like)  shall  be  disregarded  provided  the 
changes  are  not  of  such  a  character  as 
to  constitute  the  acquisition  of  a  new  or 
different  business. 
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§  1.355-5  Records  to  be  kept  and  in - 
formation  to  be  filed,  (a)  Every  cor¬ 
poration*  that  makes  a  distribution  of 
stock  or  securities  of  a  controlled  cor¬ 
poration,  as  described  in  section  355, 
shall  attach  to  its  return  for  the  year  of 
the  distribution  a  detailed  statement 
setting  forth  such  data  as  may  be  ap- 
priate  in  order  to  show  compliance  with 
the  provisions  of  such  section. 

(b)  Every  taxpayer  who  receives  a 
distribution  of  stock  or  securities  of  a 
corporation  that  was  controlled  by  a 
corporation  in  which  he  holds  stock  or 
securities  shall  attach  to  his  return  for 
the  year  in  which  such  distribution  is 
received  a  detailed  statement  setting 
forth  such  data  as  may  be  appropriate 
in  order  to  show  the  applicability  of  sec¬ 
tion  355.  Such  statement  shall  include, 
but  shall  not  be  limited  to,  a  description 
of  the  stock  and  securities  surrendered 
(if  any)  and  received,  and  the  names 
and  addresses  of  all  of  the  corporations 
involved  in  the  transaction. 

8  1.356  Statutory  provisions;  receipt 
of  additional  consideration. 

Sec.  356.  Receipt  of  additional  considera¬ 
tion — (a)  Oain  on  exchanges — (1)  Recog¬ 
nition  of  gain.  If — 

(A)  Section  354  or  355  would  apply  to  an 
exchange  but  for  the  fact  that 

(B)  The  property  received  in  the  exchange 
consists  not  only  of  property  permitted  by 
section  354  or  355  to  be  received  without  the 
recognition  of  gain  but  also  of  other  prop¬ 
erty  or  money, 

then  the  gain,  if  any,  to  the  recipient  shall 
be  recognized,  but  in  an  amount  not  in 
excess  of  the  sum  of  such  money  and  the 
fair  market  value  of  such  other  property. 

(2)  Treatment  as  dividend.  If  an  ex¬ 
change  is  described  in  paragraph  (1)  but  has 
the  effect  of  the  distribution  of  a  dividend, 
then  there  shall  be  treated  as  a  dividend  to 
each  distributee  such  an  amount  of  the  gain 
recognized  under  paragraph  (1)  as  is  not  in 
excess  of  his  ratable  share  of  the  undis¬ 
tributed  earnings  and  profits  of  the  corpo¬ 
ration  accumulated  after  February  28,  1913. 
-The  remainder,  if  any,  of  the  gain  recog¬ 
nized  under  paragraph  (1)  shall  be  treated 
as  gain  from  the  exchange  of  property. 

(b)  Additional  consideration  received  in 
certain  distributions.  If — 

(1)  Section  355  would  apply  to  a  distri¬ 
bution  but  for  the  fact  that 

(2)  The  property  received  in  the  distri¬ 
bution  consists  not  only  of  property  per¬ 
mitted  by  section  355  to  be  received  without 
the  recognition  of  gain,  but  also  of  other 
property  or  money, 

then  an  amount  equal  to  the  sum  of  such 
money  and  the  fair  market  value  of  such 
other  property  shall  be  treated  as  a  distribu¬ 
tion  of  property  to  which  section  301  applies. 

(c)  Loss.  If — 

(1)  Section  354  would  apply  to  an  ex¬ 
change,  or  section  355  would  apply  to  an  ex¬ 
change  or  distribution,  but  for  the  fact  that 

(2)  The  property  received  in  the  exchange 
or  distribution  consists  not  only  of  property 
permitted  by  section  354  or  355  to  be  re¬ 
ceived  without  the  recognition  of  gain  or 
loss,  but  also  of  other  property  or  money, 

then  no  loss  from  the  exchange  or  distribu¬ 
tion  shall  be  recognized.  • 

(d)  Securities  as  other  property.  For  pur¬ 
poses  of  this  section — 

(1)  In  general.  Except  as  provided  in  par¬ 
agraph  (2),  the  term  “other  property”  in¬ 
cludes  securities. 

(2)  Exceptions — (A)  Securities  with  re¬ 
spect  to  which  nonrecognition  of  gain  would 
be  permitted.  The  term  "other  property” 


does  not  include  securities  to  the  extent  that, 
under  section  354  or  355,  such  securities 
would  be  permitted  to  be  recei\*ed  without 
the  recognition  of  gain. 

(B)  Greater  principal  amount  in  section 
354  exchange.  If — 

(1)  In  an  exchange  described  in  section 

354  (other  than  subsection  (c)  thereof), 
securities  of  a  corporation  a  party  to  the 
reorganization  are  surrendered  and  securi¬ 
ties  of  any  corporation  a  party  to  the  reor¬ 
ganization  are  received,  and 

(li)  The  principal  amount  of  such  securi¬ 
ties  received  exceeds  the  principal  amount  of 
such  securities  surrendered,  • 

then,  with  respect  to  such  securities  received, 
the  term  “other  property”  means  only  the 
fair  market  value  of  such  excess.  For  pur¬ 
poses  of  this  subparagraph  and  subpara¬ 
graph  (C),  if  no  securities  are  surrendered, 
the  excess  shall  be  the  entire  principal 
amount  of  the  securities  received. 

(C)  Greater  principal  amount  in  section 

355  transaction.  If,  in  an  exchange  or  dis¬ 
tribution  described  in  section  355,  the  prin¬ 
cipal  amount  of  the  securities  in  the  con¬ 
trolled  corporation  which  are  received  exceeds 
the  principal  amount  of  the  securities  in  the 
distributing  corporation  which  are  sur¬ 
rendered,  then,  with  respect  to  such  securi¬ 
ties  received,  the  term  "other  property” 
means  only  the  fair  market  value  of  such 
excess. 

(e)  Exchanges  for  section  306  stock.  Not¬ 
withstanding  any  other  provision  of  this 
section,  to  the  extent  that  any  of  the  other 
property  (or  money)  is  received  in  exchange 
for  section  306  stock,  an  amount  equal  to  the 
fair  market  value  of  such  other  property 
(or  the  amount  of  such  money)  shall  be 
treated  as  a  distribution  of  property  to  which 
section  301  applies. 

(f)  Transactions  involving  gift  or  com¬ 
pensation.  For  special  rules  for  a  transac¬ 
tion  described  in  section  354,  355,  or  this 
section,  but  which — 

(1)  Results  in  a  gift,  see  section  2501  and 
following,  or 

(2)  Has  the  effect  of  the  payment  of  com¬ 
pensation,  see  section  61  (a)  (1). 

§  1.356-1  Receipt  of  additional  con¬ 
sideration  in  connection  with  an  ex¬ 
change.  (a)  If  in  any  exchange  to 
which  the  provisions  of  section  354  or 
section  355  would  apply  except  for  the 
fact  that  there  is  received  by  the  share¬ 
holders  or  the  security  holders  other 
property  (in  addition  to  property  per¬ 
mitted  to  be  received  without  recogni¬ 
tion  of  gain,  by  such  sections)  or  money, 
then — 

(1)  The  gain,  if  any,  to  the  taxpayer 
shall  be  recognized  in  an  amount  not  in 
excess  of  the  sum  of  the  money  and  the 
fair  market  value  of  the  other  property, 
but, 

(2)  The  loss,  if  any,  to  the  taxpayer 
from  the  exchange  or  distribution  shall 
not  be  recognized  to  any  extent. 

(b)  If  the  distribution  of  such  other 
property  or  money  by  or  on  behalf  of  a 
corporation  has  the  effect  of  the  distri¬ 
bution  of  a  dividend,  then  there  shall  be 
chargeable  to  each  distributee  (either  an 
individual  or  a  corporation)  — 

(1)  As  a  dividend,  such  an  amount  of 
the  gain  recognized  as  is  not  in  excess  of 
the  distributee’s  ratable  share  of  the  un¬ 
distributed  earnings  and  profits  of  the 
corporation  accumulated  after  February 
28,  1913,  and 

(2)  As  a  gain  from  the  exchange  of 
property,  the  remainder  of  the  gain  so 
recognized. 

(c)  The  rules  of  this  section  may  be 
illustrated  by  the  following  examples: 


Example  (1).  In  an  exchange  to  which 
the  provisions  of  section  356  apply  and  to 
which  section  354  would  apply  but  for  the 
receipt  of  property  not  permitted  to  be  re¬ 
ceived  without  the  recognition  of  gain  or 
loss,  A  (either  an  individual  or  a  corpora- 
tion),  received  the  following  in  exchange 
for  a  share  of  stock  having  an  adjusted  basis 
to  him'  of  $85 : 


One  share  of  stock  worth _  $100 

Cash _  25 

Other  property  (basis  $25)  fair  mar¬ 
ket  value _  50 

Total  fair  market  value  of  con¬ 
sideration  received _  175 

Adjusted  basis  of  stock  surrendered 
in  exchange _ _  85 


Total  gain _ _ _  90 

Gair.  to  be  recognized,  limited  to  cash 

and  other  property  received _  75 

A’s  pro  rata  share  of  earnings  and 
profits  accumulated  after  February 
28,  1913  (taxable  dividend) _ 30 

Remainder  to  be  treated  as  a 
gain  from  the  exchange  of 

property. _ - _ -  45 


Example  (2) .  If,  in  example  (1) ,  A’s  stock 
had  an  adjusted  basis  to  him  of  $200,  he 
would  have  realized  a  loss  of  $25  on  the 
exchange,  which  loss  would  not  be  recog¬ 
nized. 

(d)  Section  301  (b)  (1)  (B)  and  sec¬ 
tion  301  (d)  (2)  do  not  apply  to  a  dis¬ 
tribution  of  “other  property”  to  a  cor¬ 
porate  shareholder  if  such  distribution  is 
within  the  provisions  of  section  356. 

(e)  See  §  1.301-1  (1)  for  certain  trans¬ 
actions  which  are  not  within  the  scope 
of  section  356. 

§  1.356-2  Receipt  of  additional  consid¬ 
eration  not  in  connection  with  an  ex¬ 
change.  (a)  If,  in  a  transaction  to  which 
section  355  would  apply  except  for  the 
fact  that  a  shareholder  (individual  or 
corporate)  receives  property  permitted 
by  section  355  to  be  received  without  the 
recognition  of  gain,  together  with  other 
property  or  money,  without  the  surren¬ 
der  of  any  stock  or  securities  of  the  dis¬ 
tributing  corporation,  then  the  sum  of 
the  money  and  the  fair  matket  value  of 
the  other  property  as  of  the  date  of  the 
distribution  shall  be  treated  as  a  distribu¬ 
tion  of  property  to  which  the  rules  of 
section  301  (other  than  section  301  (b) 
and  section  301  (d) )  apply.  See  section 
358  for  determination  of  basis  of  such 
other  property. 

(b)  The  rule  under  paragraph  (a)  of 
this  section  may  be  illustrated  by  the 
following  examples: 

Example  (I).  Individuals  A  and  B  each 
own  50  of  the  100  outstanding  shares  of  com¬ 
mon  stock  of  Corporation  X.  Corporation  X 
owns  all  of  the  stock  of  Corporation  Y,  100 
shares.  Corporation  X  distributes  to  each 
shareholder  50  shares  of  the  stock  of  Corpo¬ 
ration  Y  plus  $100  cash  without  requiring  the 
surrender  of  any  shares  of  its  own  stock. 
The  $100  cash  received  by  each  is  treated  as 
a  distribution  of  property  to  which  the  rules 
of  section  301  apply. 

Example  (2).  If,  in  the  above  example. 
Corporation  X  distributes  50  shares  of  stock 
of  Corporation  Y  to  A  and  30  shares  of  such 
stock  plus  $100  cash  to  B  without  requiring 
the  surrender  of  any  of  its  own  stock,  the 
amount  of  cash  received  by  B  is  treated  as  a 
distribution  of  property  to  which  the  rules 
of  section  301  apply. 


FEDERAL  REGISTER 


Saturday ,  December  3,  1955 


8917 


§  1.356-3  Rules  for  treatment  of  se¬ 
curities  as  “ other  property  ”  (a)  As  a 

general  rule,  for  purposes  of  section  356, 
the  term  “other  property”  includes  se¬ 
curities.  However,  it  does  not  include 
securities  permitted  under  section  354  or 
section  355  to  be  received  tax  free. 
Thus,  when  securities  are  surrendered  in 
a  transaction  to  which  section  354  or 
section  355  is  applicable,  the  character¬ 
ization  of  the  securities  received  as 
“other  property”  does  not  include  securi¬ 
ties  received  where  the  principal  amount 
of  such  securities  does  not  exceed  the 
principal  amount  of  securities  surren¬ 
dered  in  the  transaction.  If  a  greater 
principal  amount  of  securities  is  received 
in  an  exchange  described  in  section  354 
(other  than  subsection  (c)  thereof)  or 
section  355  over  the  principal  amount  of 
securities  surrendered,  the  term  “other 
property”  includes  the  fair  market  value 
of  such  excess  principal  amount  as  of  the 
date  of  the  exchange.  If  no  securities 
are  surrendered  in  exchange,  the  term 
“other  property”  includes  the  fair  mar¬ 
ket  value,  as  of  the  date  of  receipt,  of 
the  entire  principal  amount  of  the  se¬ 
curities  received. 

(b)  The  following  examples  illustrate 
the  application  of  the  above  rules: 

Example  (1).  A,  an  individual,  exchanged 
100  shares  of  stock  for  100  shares  of  stock 
and  a  security  in  the  principal  amount  of 
$1,000  with  a  fair  market  value  of  $990.  The 
amount  of  $990  is  treated  as  “other  property.” 

I  Example  (2).  B,  an  individual,  exchanged 
100  shares  of  stock  and  a-security  in  the 
principal  amount  of  $1,000  for  300  shares 
of  stock  and  a  security  in  the  principal 
amount  of  $1,500.  The  security  had  a  fair 
market  value  on  the  date  of  receipt  of 
$1,575.  The  fair  market  value  of  the  excess 
principal  amount,  or  $525,  is  treated  as 
“other  property.” 

Example  (3).  C,  an  individual,  exchanged 
a  security  in  the  principal  amount  of  $1,000 
for  100  shares  of  stock  and  a  security  in  the 
principal  amount  of  $900.  No  part  of  the 
security  received  is  treated  as  “other 
property.” 

Example  (4).  D,  an  Individual,  exchanged 
a  security  in  the  principal  amount  of  $1,000 
for  100  shares  of  stock  and  a  security  in  the 
principal  amount  of  $1,200  with  a  fair  market 
value  of  $1,100.  The  fair  market  value  of 
the  excess  principal  amount,  or  $183.33,  is 
treated  as  “other  property.” 

Example  (5).  E,  an  individual,  exchanged 
a  security  in  the  principal  amount  of  $1,000 
for  another  security  in  the  principal  amount 
of  $1,200  with  a  fair  market  value  of  $1,080. 
The  fair  market  value  of  the  excess  principal 
amount,  or  $180,  is  treated  as  “other  prop¬ 
erty.” 

Example  (6).  F,  an  individual,  exchanged 
a  security  in  the  principal  amount  of  $1,000 
for  two  different  securities  each  in  the  prin¬ 
cipal  amount  of  $750.  One  of  the  securities 
had  a  fair  market  value  of  $750,  the  other 
had  a  fair  market  value  of  $600.  One-third 
of  the  fair  market  value  of  each  security 
($250  and  $200)  is  treated  as  “other  prop¬ 
erty.” 

§  1.356-4  Exchanges  for  section  306 
stock.  If,  in  a  transaction  to  which  sec¬ 
tion  356  is  applicable,  other  property  or 
money  is  received  in  exchange  for  section 
306  stock,  an  amount  equal  to  the  fair 
market  value  of  the  property  plus  the 
money,  if  any,  shall  be  treated  as  a  dis¬ 
tribution  of  property  to  which  section 
301  is  applicable.  The  determination  of 
whether  section  306  stock  is  surrendered 
for  other  property  (including  money)  is 


a  question  of  fact  to  be  decided  under  all 
of  the  circumstances  of  each  case. 
Ordinarily,  the  other  property  (includ¬ 
ing  money)  received  will  first  be  treated 
as  received  in  exchange  for  any  section 
306  stock  owned  by  a  shareholder  prior 
to  such  transaction.  For  example,  if  a 
shareholder  who  owns  a  share  of  common 
stock  (having  a  basis  to  him  of  $100)  and 
a  share  of  preferred  stock  which  is  sec¬ 
tion  306  stock  (having  a  basis  to  him  of 
$100)  surrenders  both  shares  in  a  trans¬ 
action  to  which  section  356  is  applicable 
for  one  share  of  common  stock  having  a 
fair  market  value  of  $80  and  one  $100 
bond  having  a  fair  market  value  of  $100, 
the  bond  will  be  deemed  received  in  ex¬ 
change  for  the  section  306  stock  and  it 
will  be  treated  as  a  distribution  to  which 
section  301  is  applicable  to  the  extent  of 
its  entire  fair  market  value  ($100). 

§  1.356-5  Transactions  involving  gift 
or  compensation.  With  respect  to  trans¬ 
actions  described  in  sections  354,  355,  or 
356,  but  which — 

(a)  Result  in  a  gift,  see  section  2501 
and  following,  and  the  regulations  per¬ 
taining  thereto,  or 

(b)  Have  the  effect  of  the  payment  of 
compensation,  see  section  61  (a)  (1) ,  and 
the  regulations  pertaining  thereto. 

§  1.357  Statutory  provisions;  assump¬ 
tion  of  liability. 

Sec.  357.  Assumption  of  liability — (a) 
General  rule.  Except  as  provided  in  subsec¬ 
tions  (b)  and  (c),  if — 

(1)  The  taxpayer  receives  property  which 
would  be  permitted  to  be  received  under 
section  351,  361,  or  371  without  the  recogni¬ 
tion  of  gain  if  it  were  the  sole  consideration, 
and 

(2)  As  part  of  the  consideration,  another 
party  to  the  exchange  assumes  a  liability  of 
the  taxpayer,  or  acquires  from  the  taxpayer 
property  subject  to  a  liability, 

then  such  assumption  or  acquisition  shall 
not  be  treated  as  money  or  other  property, 
and  shall  not  prevent  the  exchange  from  be¬ 
ing  within  the  provisions  of  section  351,  361, 
or  371,  as  the  case  may  be. 

(b)  Tax  avoidance  purpose — (1)  In  gen¬ 
eral.  If,  taking  into  consideration  the 
nature  of  the  liability  and  the  circumstances 
in  the  light  of  which  the  arrangement  for 
the  assumption  or  acquisition  was  made,  it 
appears  that  the  principal  purpose  of  the 
taxpayer  with  respect  to  the  assumption  or 
acquisition  described  in  subsection  (a)  — 

(A)  Was  a  purpose  to  avoid  Federal  in¬ 
come  tax  on  the  exchange,  or 

(B)  If  not  such  purpose,  was  not  a  bona 
fide  business  purpose, 

then  such  assumption  or  acquisition  (in  the 
total  amount  of  the  liability  assumed  or  ac¬ 
quired  pursuant  to  such  exchange)  shall,  for 
purposes  of  section  351,  361,  or  371  (as  the 
case  may  be),  be  considered  as  money 
received  by  the  taxpayer  on  the  exchange. 

(2)  Burden  of  proof.  In  any  suit  or  pro¬ 
ceeding  where  the  burden  is  on  the  taxpayer 
to  prove  such  assumption  or  acquisition  is 
not  to  be  treated  as  money  received  by  the 
taxpayer,  such  burden  shall  not  be  consid¬ 
ered  as  sustained  unless  the  taxpayer  sus¬ 
tains  such  burden  by  the  clear  preponder¬ 
ance  of  the  evidence. 

(c)  Liabilities  in  excess  of  basis — (1)  In 
general.  In  the  case  of  an  exchange — 

(A)  To  which  section  351  applies,  or 

.  (B)  To  which  section  361  applies  by  reason 
of  a  plan  of  reorganization  within  the  mean¬ 
ing  of  section  368  (a)  (1)  (D), 

If  the  sum  of  the  amount  of  the  liabilities 
assumed,  plus  the  amount  of  the  liabilities 


to  which  the  property  is  subject,  exceeds  the 
total  of  the  adjusted  basis  of  the  property 
transferred  pursuant  to  such  exchange,  then 
such  excess  shall  be  considered  as  a  gain  from 
the  sale  or  exchange  of  a  capital  asset  or  of 
property  which  is  not  a  capital  asset,  as  the 
case  may  be. 

(2)  Exceptions.  Paragraph  (1)  shall  not 
apply  to  any  exchange  to  which — 

(A)  Subsection  (b)  (1)  of  this  section  ap¬ 
plies,  or 

(B)  Section  371  applies. 

§  1.357-1  Assumption  of  liability — 

(a)  General  rule.  Section  357  (a)  does 
not  affect  the  rule  that  liabilities  as¬ 
sumed  are  to  be  taken  into  account  for 
the  purpose  of  computing  the  amount  of 
gain  or  loss  realized  under  section  1001 
upon  an  exchange.  Section  357  (a)  pro¬ 
vides,  subject  to  the  exceptions  and  limi¬ 
tations  specified  in  section  357  (b)  and 

(c),  that — 

(1)  Liabilities  assumed  are  not  to  be 
treated  as  “other  property  or  money”  for 
the  purpose  of  determining  the  amount 
of  realized  gain  which  is  to  be  recognized 
finder  sections  351,  361,  or  371,  if  the 
transactions  would,  but  for  the  receipt 
of  “other  property  or  money”  have  been 
exchanges  of  the  type  described  in  any 
one  of  such  sections;  and 

(2)  If  the  only  type  of  consideration 
received  by  the  transferor  in  addition  to 
that  permitted  to  be  received  by  sections 
351, 361,  or  371,  consists  of  an  assumption 
of  liabilities,  the  transaction,  if  other¬ 
wise  qualified,  will  be  deemed  to  be 
within  the  provisions  of  sections  351, 
361,  or  371. 

(b)  Application  of  general  rule.  The 
application  of  paragraph  (a)  of  this  sec¬ 
tion  may  be  illustrated  by  the  following 
example : 

Example.  A,  an  Individual,  transfers  to  a 
controlled  corporation  property  with  an  ad¬ 
justed  basis  of  $10,000  in  exchange  for  stock 
of  the  corporation  with  a  fair  market  value 
of  $8,000,  $3,000  cash,  and  the  assumption  by 
the  corporation  of  Indebtedness  of  A  amount¬ 
ing  to  $4,000.  A’s  gain  Is  $5,000,  computed 


as  follows: 

Stock  received,  fair  market  value___  $8, 000 

Cash  received _ _  3,  000 

Liability  assumed  by  transferee _  4,  000 


Total  consideration  received _ 15, 000 

Less:  Adjusted  basis  of  property 

transferred _ _ _ 10,  000 


Gain  realized _ _  5,000 


Assuming  that  the  exchange  falls  within  sec¬ 
tion  351  as  a  transaction  in  which  the  gain 
to  be  recognized  is  limited  to  “other  prop¬ 
erty  or  money”  received,  the  gain  recognized 
to  A  will  be  limited  to  the  $3,000  cash  re¬ 
ceived,  since,  under  the  general  rule  of  sec¬ 
tion  357  (a),  Jhe  assumption  of  the  $4,000 
liability  does  not  constitute  “other  prop¬ 
erty.” 

(c)  Tax  avoidance  purpose.  The 
benefits  of  section  357  (a)  do  not  extend 
to  any  exchahge  involving  an  assump¬ 
tion  of  liabilities  where  it  appears  that 
the  principal  purpose  of  the  taxpayer 
with  respect  to  such  assumption  was  to 
avoid  Federal  income  tax  on  the  ex¬ 
change,  or,  if  not  such  purpose,  was  not 
a  bona  fide  business  purpose.  In  such 
cases,  the  total  amount  of  liabilities  as¬ 
sumed  or  acquired  pursuant  to  such 
exchange  (and  not  merely  a  particular 
liability  with  respect  to  which  the  tax 
avoidance  purpose  existed)  shall,  for  the 
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purpose  of  determining  the  amount  of 
gain  to  be  recognized  upon  the  exchange 
in  which  the  liabilities  are  assumed  or 
acquired,  be  treated  as  money  received 
by  the  taxpayer  upon  the  exchange. 
Thus,  if  in  the  example  set  forth  in  para¬ 
graph  (b)  of  this  section,  the  principal 
purpose  of  the  assumption  of  the  $4,000 
liability  was  to  avoid  tax  on  the  ex¬ 
change,  or  was  not  a  bona  fide  business 
purpose,  then  the  amount  of  gain  recog¬ 
nized  would  be  $5,000.  In  any  suit  or 
proceeding  where  the  burden  is  on  the 
taxpayer  to  prove  that  an  assumption 
of  liabilities  is  not  to  be  treated  as  “other 
property  or  money”  under  section  357, 
which  is  the  case  if  the  Commissioner 
determines  that  the  taxpayer’s  purpose 
with  respect  thereto  was  a  purpose  to 
avoid  Federal  income  tax  on  the  ex¬ 
change  or  was  not  a  bona  fide  business 
purpose,  and  the  taxpayer  contests  such 
determination  by  litigation,  the  taxpayer 
must  sustain  such  burden  by  the  clear 
preponderance  of  the  evidence.  Thus, 
the  taxpayer  must  prove  his  case  by  such 
a  clear  preponderance  of  all  the  evi¬ 
dence  that  the  absence  of  a  purpose  to 
avoid  Federal  income  tax  on  the  ex¬ 
change,  or  the  presence  of  a  bona  fide 
business  purpose,  is  unmistakable. 

§  1.357-2  Liabilities  in  excess  of  basis. 

(a)  Section  357  (c)  provides  in  general 
that  in  an  exchange  to  which  section 
351  (relating  to  a  transfer  to  a  corpora¬ 
tion  controlled  by  the  transferor)  is  ap¬ 
plicable,  or  to  which  section  361  (relating 
to  the  nonrecognition  of  gain  or  loss  to 
corporations)  is  applicable  by  reason  of 
a  section  368  (a)  (1)  (D)  reorganization, 
if  the  sum  of  the  amount  of  liabilities 
assumed  plus  the  amount  of  liabilities 
to  which  the  property  is  subject,  exceeds 
the  total  of  the  adjusted  basis  of  the 
property  transferred  pursuant  to  such 
exchange,  then  such  excess  shall  be  con¬ 
sidered  as  a  gain  from  the  sale  or  ex¬ 
change  of  a  capital  asset  or  of  property 
which  is  not  a  capital  asset  as  the  case 
may  be.  Thus,  if  an  individual  trans¬ 
fers,  under  section  351,  properties  having 
a  total  basis  in  his  hands  of  $20,000,  one 
of  which  has  a  basis  of  $10,000  but  is  sub¬ 
ject  to  a  mortgage  of  $30,000,  to  a  corpo¬ 
ration  controlled  by  him,  such  individual 
will  be  subject  to  tax  with  respect  to 
$10,000,  the  excess  of  the  amount  of  the 
liability  over  the  total  adjusted  basis  of 
all  the  properties  in  his  hands.  The  same 
result  will  follow  whether  or  not  the  lia¬ 
bility  is  assumed  by  the  transferee.  The 
determination  of  whether  a  gain  result¬ 
ing  from  the  transfer  of  capital  assets  is 
long  or  short-term  capital  gain  shall  be 
made  by  reference  to  the  holding  period 
to  the  transferor  of  the  assets  trans¬ 
ferred.  An  exception  to  the  general  rule 
of  section  357  (c)  is  made  (1)  for  any 
exchange  as  to  which  under  section  357 

(b)  (relating  to  assumption  of  liabilities 
for  tax  avoidance  purposes)  the  entire 
amount  of  the  liabilities  is  treated  as 
money  received,  and  (2)  for  an  exchange 
to  which  section  371  (relating  to  re¬ 
organizations  in  certain  receivership  and 
bankruptcy  proceedings)  is  applicable. 

(b)  The  application  of  paragraph  (a) 
of  this  section  may  be  illustrated  by  the 
following  examples: 


RULES  AND  REGULATIONS 

Example  ( 1 ).  If  all  such  assets  trans¬ 
ferred  are  capital  assets  and  If  half  the 
assets  (ascertained  by  reference  to  their  fair 
market  value  at  the  time  of  the  transfer) 
have  been  held  for  less  than  6  months  and 
the  remaining  half  for  more  than  6  months, 
half  the  excess  of  the  amount  of  the  liability 
over  the  total  of  the  adjusted  basis  of  the 
property  transferred  pursuant  to  the  ex¬ 
change  shall  be  treated  as  short-term  capital 
gain,  and  the  remaining  half  shall  be  treated 
as  long-term  capital  gain. 

Example  (2).  If  half  of  the  assets  (ascer¬ 
tained  by  reference  to  their  fair  market 
value  at  the  time  of  the  transfer)  trans¬ 
ferred  are  capital  assets  and  half  are  assets 
other  than  capital  assets,  then  half  of  the 
excess  of  the  amount  of  the  liability  over 
the  total  of  the  adjusted  basis  of  the  prop¬ 
erty  transferred  pursuant  to  the  exchange 
shall  be  treated  as  capital  gain,  and  the 
remaining  half  shall  be  treated  as  gain  from 
the  sale  or  exchange  of  assets  other  than 
capital  assets. 

§  1.358  Statutory  provisions ;  basis  to 
distributees. 

Sec.  358.  Basis  to  distributees — (a)  Gen¬ 
eral  rule.  In  the  case  of  an  exchange  to 
which  section  351,  354,  355,  356,  361  or  371 

(b)  applies — 

(1)  Nonrecognition  property.  The  basis 
of  the  property  permitted  to  be  received  un¬ 
der  such  section  without  the  recognition 
of  gain  or  loss  shall  be  the  same  as  that  of 
the  property  exchanged — 

(A)  Decreased  by — 

(I)  The  fair  market  value  of  any  other 
property  (except  money)  received  by  the 
taxpayer,  and 

(II)  The  amount  of  any  money  received 
by  the  taxpayer,  and 

(B)  Increased  by — 

(1)  The  amount  which  was  treated  as  a 
dividend,  and 

(11)  The  amount  of  gain  to  the  taxpayer 
which  was  recognized  on  such  exchange  (not 
including  any  portion  of  such  gain  which 
was  treated  as  a  dividend). 

(2)  Other  property.  The  basis  of  any 
other  property  (except  money)  received  by 
the  taxpayer  shall  be  its  fair  market  value. 

(b)  Allocation  of  basis — (1)  In  general. 
Under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate,  the  basis  determined 
under  subsection  (a)  (1)  shall  be  allocated 
among  the  properties  permitted  to  be  re¬ 
ceived  without  the  recognition  of  gain  or 
loss. 

(2)  Special  rule  for  section  355.  In  the 
case  of  an  exchange  to  which  section  355  (or 
so  much  of  section  356  as  relates  to  section 
355)  applies,  then  in  making  the  allocation 
under  paragraph  (1)  of  this  subsection, 
there  shall  be  taken  into  account  not  only 
the  property  so  permitted  to  be  received 
without  the  recognition  of  gain  or  loss,  but 
also  the  stock  or  securities  (if  any)  of  the 
distributing  corporation  which  are  retained, 
and  the  allocation  of  basis  shall  be  made 
among  all  such  properties. 

(c)  Section  355  transactions  which  are  not 
exchanges.  For  purposes  of  this  section,  a 
distribution  to  which  section  355  (or  so 
much  of  section  356  as  relates  to  section 
355)  applies  shall  be  treated  as  an  exchange, 
and  for  such  purposes  the  stock  and  securi¬ 
ties  of  the  distributing  corporation  which 
are  retained  shall  be  treated  as  surrendered, 
and  received  back,  in  the  exchange. 

(d)  Assumption  of  liability.  Where,  as 
part  of  the  consideration  to  the  taxpayer, 
another  party  to  the  exchange  assumed  a 
liability  of  the  taxpayer  or  acquired  from  the 
taxpayer  property  subject  to  a  liability,  such 
assumption  or  acquisition  (in  the  amount 
of  the  liability)  shall,  for  purposes  of  this 
section,  be  treated  as  money  received  by  the 
taxpayer  on  the  exchange. 


(e)  Exception.  This  section  shall  not  ap¬ 
ply  to  property  acquired  by  a  corporation 
by  the  issuance  of  its  stock  or  securities  as 
consideration  in  whole  or  in  part  for  the 
transfer  of  the  property  to  it. 

§  1.358-1  Basis  to  distributees,  (a) 
In  the  case  of  an  exchange  or  distribu¬ 
tion  to  which  section  354,  355,  or  371  (b) 
applies  in  which,  under  the  law  applica¬ 
ble  to  the  year  in  which  the  exchange  is  ' 
made,  only  nonrecognition  property  is 
received,  the  sum  of  the  basis  of  all  of 
the  stock  and  securities  in  the  corpora¬ 
tion  whose  stock  and  securities  are  ex¬ 
changed  or  with  respect  to  which  the 
distribution  is  made,  held  immediately 
after  the  transaction,  plus  the  basis  of 
all  stock  and  securities  received  in  the 
transaction  shall  be  the  same  as  the  basis 
of  all  the  stock  and  securities  in  such  cor¬ 
poration  held  immediately  before  the 
transaction  allocated  in  the  manner  de¬ 
scribed  in  section  §  1.358-2.  In  the  case 
of  an  exchange  to  which  section  351  or 
361  applies  in  which,  under  the  law  appli¬ 
cable  to  the  year  in  which  the  exchange 
was  made,  only  nonrecognition  property 
is  received,  the  basis  of  all  the  stock  and 
securities  received  in  the  exchange  shall 
be  the  same  as  the  basis  of  all  property 
exchanged  therefor.  If  in  an  exchange 
or  distribution  to  which  section  351,  356, 
361,  or  371  (b)  applies  both  nonrecogni¬ 
tion  property  and  “other  property”  are 
received,  the  basis  of  all  the  property  ex¬ 
cept  “other  property”  held  after  the 
transaction  shall  be  determined  as  de¬ 
scribed  in  the  preceding  two  sentences 
decreased  by  the  sum  of  the  money  and 
the  fair  market  value  of  the  “other  prop¬ 
erty”  (as  of  the  date  of  the  transaction) 
and  increased  by  the  sum  of  the  amount 
treated  as  a  dividend  (if  any)  and  the 1 
amount  of  the  gain  recognized  on  the 
exchange,  but  the  term  “gain”  as  here 
used  does  not  include  any  portion  of  the 
recognized  gain  that  was  treated  as  a 
dividend.  The  basis  of  the  “other  prop¬ 
erty”  is  its  fair  market  value  as  of  the 
date  of  the  transaction. 

(b)  The  application  of  paragraph  (a) 
of  this  section  may  be  illustrated  by  the 
following  example: 

Example.  A  purchased  a  share  of  stock  in 
Corporation  X  in  1935  for  $150.  Since  that 
date  he  has  received  distributions  out  of 
other  than  earnings  and  profits  (as  defined 
in  section  316)  totalling  $60,  so  that  his 
adjusted  basis  for  the  stock  is  $90.  In  a 
transaction  qualifying  under  section  356,  A 
exchanged  this  share  for  one  share  in  Cor¬ 
poration  Y,  worth  $100,  cash  in  the  amount 
of  $10,  and  other  property  with  a  fair  market 
value  of  $30.  The  exchange  had  the  effect 
of  the  distribution  of  a  dividend.  A’s  ratable 
share  of  the  earnings  and  profits  of  Corpo¬ 
ration  X  accumulated  after  February  28, 1913, 
was  $5.  A  realized  a  gain  of  $50  on  the 
exchange,  but  the  amount  recognized  is  lim¬ 
ited  to  $40,  the  sum  of  the  cash  received  and 
the  fair  market  value  of  the  other  property. 
Of  the  gain  recognized,  $5  is  taxable  as  a 
dividend,  and  $35  as  a  gain  from  the  ex¬ 
change  of  property.  The  basis  to  A  of  the 
one  share  of  stock  of  Corporation  Y  is  $90, 
that  is,  the  adjusted  basis  of  the  one  share 
of  stock  of  Corporation  X  ($90),  decreased 
by  the  sum  of  the  cash  received  ($10)  and 
the  fair  market  value  of  the  other  property 
received  ($30)  and  increased  by  the  sum  of 
the  amount  treated  as  a  dividend  ($5)  and 
the  amdunt  treated  as  a  gain  from  the  ex¬ 
change  of  property  ($35).  The  basis  of  the 
other  property  received  is  $30. 


Saturday ,  December  3,  1955 

§  1.358-2  Allocation  of  basis  among 
nonrecognition  property,  (a)  (1)  As 

used  in  this  paragraph  the  term  “stock’* 
means  stock  which  is  not  “other  prop¬ 
erty”  under  section  356  or  371  (b),  stocfc 
with  respect  to  which  a  distribution  is 
made,  and,  in  the  case  of  a  surrender  of 
part  of  the  stock  of  a  particular  class, 
the  retained  part  of  such  stock.  The 
term  “securities”  means  securities  (in¬ 
cluding,  where  appropriate,  fractional 
parts  of  securities)  which  are  not  “other 
property”  under  section  356  or  371  (b) 
and  in  the  case  of  a  surrender  of  part  of 
the  securities  of  a  particular  class,  the 
retained  part  of  such  securities.  Stock, 
or  securities,  as  the  case  may  be,  which 
differ  either  because  they  are  in  different 
corporations  or  because  the  rights  at¬ 
tributable  to  them  differ  (although  they 
are  in  the  same  corporation)  are  con¬ 
sidered  different  classes  of  stock  or  se¬ 
curities,  as  the  case  may  be,  for  purposes 
of  this  section. 

(2)  If  as  the  result  of  an  exchange  or 
distribution  under  the  terms  of  section 
354,  355,  356  or  371  (b)  a  shareholder 
who  owned  stock  of  only  one  class  be¬ 
fore  the  transaction  owns  stock  of  two 
or  more  classes  after  the  transaction, 
then  the  basis  of  all  the  stock  held  be¬ 
fore  the  transaction  (as  adjusted  under 
§  1.358-1)  shall  be  allocated  among  the 
stock  of  all  classes  (whether  or  not  such 
stock  was  received  in  the  transaction) 
held  immediately  after  the  transaction 
in  proportion  to  the  fair  market  values 
of  the  stock  of  each  class. 

(3)  If  as  the  result  of  an  exchange  un¬ 
der  the  terms  of  section  354,  355,  356  or 
371  (b)  a  security  holder  who  owned  only 
securities,  all  of  one  class,  before  the 
transaction,  owns  securities  or  stock  of 
more  than  one  class,  or  owns  both  stock 
and  securities,  then  the  basis  of  all  the 
securities  held  before  the  transaction  (as 
adjusted  under  §  1.358-1)  shall  be  allo¬ 
cated  among  all  the  stock  and  securities 
(whether  or  not  received  in  the  trans¬ 
action)  held  immediately  after  the 
transaction  in  proportion  to  the  fair 
market  values  of  the  stock  of  each  class 
and  the  securities  of  each  class. 

(4)  In  every  case  in  which,  before  the 
transactions,  a  person  owned  stock  of 
more  than  one  class  or  securities  of  more 
than  one  class  or  owned  both  stock  and 
securities,  a  determination  must  be 
made,  upon  the  basis  of  all  the  facts,  of 
the  stock  or  securities  received  with  re¬ 
spect  to  stock  and  securities  of  each  class 
held  (whether  or  not  surrendered) .  The 
allocation  described  in  subparagraph  (2) 
of  this  paragraph  shall  be  separately 
made  as  to  the  stock  of  each  class  with 
respect  to  which  there  is  an  exchange  or 
distribution  and  the  allocation  described 
in  subparagraph  (3)  of  this  paragraph 
shall  be  separately  made  with  respect  to 
the  securities  of  each  class,  part  or  all  of 
which  are  surrendered  in  the  exchange. 

(5)  Notwithstanding  the  provisions  of 
subparagraphs  (2),  (3)  and  (4)  of  this 
Paragraph,  in  any  case  in  which  a  plan 
of  recapitalization  under  section  368  (a) 
(1)  (E)  provides  that  each  holder  of 
stock  or  securities  of  a  particular  class 
shall  have  an  option  to  surrender  some 
or  none  of  such  stock  or  securities  in  ex¬ 
change  for  stock  or  securities,  and  a 
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shareholder  or  security  holder  exchanges 
an  identifiable  part  of  his  stock  or  secu¬ 
rities,  the  basis  of  the  part  of  the  stock 
or  securities  retained  shall  remain  un¬ 
changed  and  shall  not  be  taken  into 
account  in  determining  the  basis  of  the 
stock  or  securities  received. 

(b)  (1)  As  used  in  this  paragraph  the 
term  “stock”  refers  only  to  stock  which 
is  not  “other  property”  under  section  351 
or  361  and  the  term  “securities”  refers 
only  to  securities  which  are  not  “other 
property”  under  section  351  or  361. 

(2)  If  in  an  exchange  to  which  section 
351  or  361  applies  property  is  transferred 
to  a  corporation  and  the  transferor  re¬ 
ceives  stock  or  securities  of  more  than 
one  class  or  receives  both  stock  and  se¬ 
curities,  then  the  basis  of  the  property 
transferred  (as  adjusted  under  §  1.358-1) 
shall  be  allocated  among  all  of  the  stock 
and  securities  received  in  proportion  to 
the  fair  market  values  of  the  stock  of 
each  class  and  the  securities  of  each  class. 

(c)  The  application  of  paragraphs 
(a)  and  (b)  of  this  section  may  be  il¬ 
lustrated  by  the  following  examples: 

Example  (1).  A,  an  individual,  owns 
stock  in  Corporation  X  with  an  adjusted 
basis  of  $1,000.  In  a  transaction  qualifying 
under  section  356  (so  far  as  such  section  re¬ 
lates  to  section  354) ,  he  exchanged  this  stock 
for  20  shares  of  stock  of  Corporation  Y  worth 
$1,200  and  securities  of  Corporation  Y  worth 
$400.  A  realizes  a  gain  of  $600  of  which 
$400  is  recognized.  The  adjusted  basis  in 
A’s  hands  of  each  share  of  the  stock  of  Cor¬ 
poration  Y  is  $50  determined  by  allocating 
the  basis  of  the  stock  of  Corporation  X 
ratably  to  the  stock  of  Corporation  Y  re¬ 
ceived  in  the  exchange.  The  securities  of 
Corporation  Y  have  a  basis  in  the  hands  pf 
A  of  $400. 

Example  (2).  B,  an  individual,  owns  a 
security  in  the  principal  amount  of  $10,000 
with  a  basis  of  $5,000.  In  a  transaction  to 
which  section  354  is  applicable,  he  exchanges 
this  security  for  four  securities  in  the  prin¬ 
cipal  amount  of  $750  each,  worth  $800  each, 
four  securities  in  the  principal  amount  of 
$750  each,  worth  $600  each,  class  A  common 
stock  worth  $1,000,  and  class  B  common 
stock  worth  $400.  B  realizes  a  gain  of  $2,000 
none  of  which  is  recognized.  The  basis  of 
his  original  security,  $5,000,  will  be  allocated 
32/70ths  to  the  four  securities  worth  $800, 
24/70ths  to  the  four  securities  worth  $600, 
10/70ths  to  *the  class  A  common  stock,  and 
4/70ths  to  the  class  B  common  stock. 

Example  (3).  C,  an  individual,  owns  stock 
of  Corporation  Y  with  a  basis  of  $5,000  and 
owns  a  security  issued  by  Corporation  Y  in 
the  principal  amount  of  $5,000  with  a;  basis 
of  $5,000.  In  a  transaction  to  which  section 
354  is  applicable,  he  exchanges  the  stock  of 
Corporation  Y  for  stock  of  Corporation  Z 
with  a  value  of  $6,000,  and  he  exchanges  the 
security  of  Corporation  Y  for  stock  of  Cor¬ 
poration  Z  worth  $1,500  and  a  security  of 
Corporation  Z  in  the  principal  amount  of 
$4,500  worth  $4,500.  No  gain  is  recognized 
to  C  on  either  exchange.  The  basis  of  the 
stock  of  Corporation  Z  received  for  the  stock 
of  Corporation  Y  is  $5,000.  The  bases  of  the 
stock  and  security  of  Corporation  Z  received 
In  exchange  for  the  security  of  Corporation 
Y  are  $1,250  and  $3,750,  respectively. 

Example  (4).  D,  an  individual,  owns 
stock  in  Corporation  M  with  a  basis  of 
$15,000,  worth  $40,000,  and  owns  a  security 
issued  by  Corporation  M  in  the  principal 
amount  of  $5,000  with  a  basis  of  $4,000.  In 
a  transaction  qualifying  under  section  356 
(so  far  as  such  section  relates  to  section 
355),  he  exchanges  the  security  of  Corpora¬ 
tion  M  for  a  security  of  Corporation  O  (a 
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controlled  corporation)  in  the  principal 
amount  of  $5,000,  worth  $5,000,  and  ex¬ 
changes  one-half  of  his  stock  of  Corporation 
M  for  stock  of  Corporation  O  worth  $15,000 
and  a  security  of  Corporation  O  in  the  prin¬ 
cipal  amount  of  $5,000,  worth  $5,000.  All 
of  the  stock  and  securities  of  Corporation  O 
are  distributed  pursuant  to  the  transaction. 

D  realizes  a  gain  of  $12,500  on  the  exchange 
of  the  stock  of  Corporation  M  for  the  stock 
and  security  of  Corporation  O  of  which 
$5,000  is  recognized.  D  also  realizes  a  gain 
of  $1,000  on  the  exchange  of  a  security  of 
Corporation  M  for  a  security  of  Corporation 
O,  none  of  which  is  recognized.  The  basis 
of  his  stock  of  Corporation  M  held  before 
the  transaction  is  allocated  20/35ths  to  the 
stock  of  Corporation  M  held  after  the  trans¬ 
action  and  15/35ths  to  the  stock  of  Corpo¬ 
ration  O.  The  basis  of  the  security  of 
Corporation  O  received  in  exchange  for  his 
security  of  Corporation  M  is  $4,000,  the 
basis  of  the  security  of  Corporation  M  ex¬ 
changed.  The  basis  of  the  security  of  Cor¬ 
poration  O  received  with  respect  to  D’s 
stock  of  Corporation  M  is  $5,000,  its  fair 
market  value. 

§  1.358-3  Treatment  of  assumption 
of  liabilities,  (a)  For  purposes  of  sec¬ 
tion  358,  where  a  party  to  the  exchange 
assumes  a  liability  of  a  distributee  or 
acquires  from  him  property  subject  to  a 
liability,  the  amount  of  such  liability 
is  to  be  treated  as  money  received  by  the 
distributee  upon  the  exchange,  whether 
or  not  the  assumption  of  liabilities  re¬ 
sulted  in  a  recognitipn  of  gain  or  loss  to 
the  taxpayer  under  the  law  applicable 
to  the  year  in  which  the  exchange  was 
made.  • 

(b)  The  application  of  paragraph  (a) 
of  this  section  may  be  illustrated  by  the 
following  examples: 

Example  (1).  A,  an  individual,  owns 
property  with  an  adjusted  basis  of  $100,000 
on  which  there  is  a  purchase  money  mort¬ 
gage  of  $25,000.  On  December  1,  1054,  A 
organizes  Corporation  X  to  which  he  trans¬ 
fers  the  property  in  exchange  for  all  the 
stock  of  Corporation  X  and  the  assumption 
by  Corporation  X  of  the  mortgage.  The 
capital  stock  of  the  Corporation  X  has  a 
fair  market  value  of  $150,000.  Under  sec¬ 
tions  351  and  357,  no  gain  or  loss  is  recog¬ 
nized  to  A.  The  basis  in  A’s  hands  of  the  . 
stock  of  Corporation!  X  is  $75,000,  computed 


as  follows: 

Adjusted  basis  of  property  trans¬ 
ferred .  $100,000 

Less:  Amount  of  money  received 

(amount  of  liabilities  assumed).  25,  000 


Basis  of  Corporation  X  stock 

to  A _  75,  000 


Example  (2).  A,  an  individual,  owns  prop¬ 
erty  with  an  adjusted  basis  of  $25,000  on 
which  there  is  a  mortgage  of  $50,000.  On 
December  1,  1954,  A  organizes  Corporation 
X  to  which  he  transfers  the  property  in 
exchange  for  all  the  stock  of  Corporation  X 
and  the  assumption  by  Corporation  X  of 
the  mortgage.  The  stock  of  Corporation  X 
has  a  fair  market  value  of  $50,000.  Under 
sections  351  and  357,  gain  is  recognized  to 
A  in  the  amount  of  $25,000.  The  basis  in 
A’s  hands  of  the  stock  of  Corporation  X  is 
zero,  cohiputed  as  follows: 


Adjusted  basis  of  property  trans¬ 
ferred _  $25, 000 

Less:  Amount  of  money  received 

(amount  of  liabilities) _ —50,  000 

Plus :  Amount  of  gain  recognized  to 

taxpayer _ _ _  25, 000 


Basis  of  Corporation  X  stodk 

to  A -  0 
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§  1.358-4  Exception.  Section  358  does 
not  apply  in  determining  the  basis  of 
property  acquired  by  a  corporation  by 
the  issuance  of  its  stock  or  securities  (or 
by  the  issuance  of  stock  or  securities  of 
another  corporation  which  is  in  control 
of  such  corporation)  as  the  considera¬ 
tion  in  whole  or  in  part  for  the  transfer 
of  the  property  to  it.  See  section  362 
and  the  regulations  pertaining  to  that 
section  for  rules  relating  to  basis  to  cor¬ 
porations  of  property  acquired  in  such 
cases.  . 

Effects  on  Corporation 

§  1.361  Statutory  provisions;  nonrec¬ 
ognition  of  gain  or  loss  to  corporations. 

Sec.  361.  Nonrecognition  of  gain  or  loss  to 
corporations — (a)  General  rule.  No  gain  or 
loss  shall  be  recognized  if  a  corporation  a 
party  to  a  reorganization  exchanges  prop¬ 
erty,  in  pursuance  of  the  plan  of  reorgani¬ 
zation,  solely  for  stock  or  securities  in  an¬ 
other  corporation  a  party  to  the  reorgani¬ 
zation. 

(b)  Exchanges  not  solely  in  kind — (1) 
Gain.  If  subsection  (a)  would  apply  to  an 
exchange  but  for  the  fact  that  the  property 
received  in  exchange  consists  not  only  of 
stock  or  securities  permitted  by  subsection 
(a)  to  be  received  without  the  recognition 
of  gain,  but  also  of  other  property  or  money, 
then — 

(A)  If  the  corporation  receiving  such 
other  property  or  money  distributes  it  in 
pursuance  of  the  plan  of  reorganization,  no 
gain  to  the  corporation  shall  be  recognized 
from  the  exchange,  but 

(B)  It  the  corporation  receiving  such 
other  property  or  money  does  not  distribute 
it  in  pursuance  of  the  plan  of  reorganiza¬ 
tion,  the  gain,  if  any,  to  the  corporation 
shall  be  recognized,  but  in  an  amount  not 
in  excess  of  the  sum  of  such  money  and  the 
fair  market  value  of  such  other  property  so 
received,  which  is  not  so  distributed. 

(2)  Loss.  If  subsection  (a)  would  apply 
to  an  exchange  but  for  the  fact  that  the 
property  received  in  exchange  consists  not 
only  of  property  permitted  by  subsection  (a) 
to  be  received  without  the  recognition  of 
gain  or  loss,  but  also  of  other  property  or 
money,  then  no  loss  from  the  exchange  shall 
be  recognized. 

S  1.361-1  Nonrecognition  of  gain  or 
loss  to  corporations.  Section  361  pro¬ 
vides  the  general  rule  that  no  gain  or  loss 
shall  be  recognized  if  a  corporation,  a 
party  to*  a  reorganization,  exchanges 
property  in  pursuance  of  the  plan  of 
reorganization  solely  for  stock  or  securi¬ 
ties  in  another  corporation,  a  party  to 
the  reorganization.  This  provision  in¬ 
cludes  only  stock  and  securities  received 
in  connection  with  a  reorganization  de¬ 
fined  in  section  368  (a).  It  also  includes 
nonvoting  stock  and  securities  in  a  cor¬ 
poration,  a  party  to  a  reorganization, 
received  in  a  transaction  to  which  sec¬ 
tion  368  (a)  (1)  (C)  is  applicable  only 
by  reason  of  section  368  (a)  (2)  (B). 

§  1.362  Statutory  provisions;  basis  to 
corporations. 

Sec.  362.  Basis  to  corporations — (a)  Prop¬ 
erty  acquired  by  issuance  of  stock  or  as 
paid-in  surplus.  If  property  was  acquired 
on  or  after  June  22,  1954,  by  a  corporation — 

(1)  In  connection  with  a  transaction  to 
which  section  351  (relating  to  transfer  of 
property  to  corporation  controlled  by  trans¬ 
feror)  applies,  or 

(2)  As  paid-in  surplus  or  as  a  contribu¬ 
tion  to  capital. 
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then  the  basis  shall  be  the  same  as  it  would 
be  In  the  hands  of  the  transferor,  increased 
in  the  amount  of  gain  recognized  to  the 
transferor  on  such  transfer. 

(b)  Transfers  to  corporations.  If  prop¬ 
erty  was  acquired  by  a  corporation  in  con¬ 
nection  with  a  reorganization  to  which  this 
part  applies,  then  the  basis  shall  be  the  same 
as  it  would  be  in  the  hands  of  the  trans¬ 
feror,  increased  in  the  amount  of  gain  rec¬ 
ognized  to  the  transferor  on  such  transfer. 
This  subsection  shall  not  apply  if  the  prop¬ 
erty  acquired  consists  of  stock  or  securities 
in  a  corporation  a  party  to  the  reorganiza¬ 
tion,  unless  acquired  by  the  issuance  of 
stock  or  securities  of  the  transferee  as  the 
consideration  in  whole  or  in  part  for  the 
transfer. 

(c)  Special  rule  for  certain  contributions 
to  capital — (1)  Property  other  than  money. 
Notwithstanding  subsection  (a)  (2),  if  prop¬ 
erty  other  than  money — 

(A)  Is  acquired  by  a  corporation,  on  or 
after  June  22,  1954,  as  a  contribution  to 
capital,  and 

(B)  Is  not  contributed  by  a  shareholder  as 
such,  then  the  basis  of  such  property  shall 
be  zero. 

(2)  Money.  Notwithstanding  subsection 
(a)  (2),  if  money — 

(A)  Is  received  by  a  corporation,  on  or 
after  June  22,  1954,  as  a  contribution  to  capi¬ 
tal,  and 

(B)  Is  not  contributed  by  a  shareholder 
as  such,  then  the  basis  of  any  property  ac¬ 
quired  with  such  money  during  the  12- 
month  period  beginning  on  the  day  the  con¬ 
tribution  is  received  shall  be  reduced  by  the 
amount  of  such  contribution.  The  excess 
(if  any)  of  the  amount  of  such  contribution 
over  the  amount  of  the  reduction  under  the 
preceding  sentence  shall  be  applied  to  the 
reduction  (as  of  the  last  day  of  the  period 
specified  in  the  preceding  sentence)  of  the 
basis  of  any  other  property  held  by  the  tax¬ 
payer.  The  particular  properties  to  which 
the  reductiohs  required  by  this  paragraph 
shall  be  allocated  shall  be  determined  under 
regulations  prescribed  by  the  Secretary  or 
his  delegate. 

§  1.362-1  Basis  to  corporations.  Sec¬ 
tion  362  provides,  as  a  general  rule,  that 
if  property  was  acquired  on  or  after 
June  22,  1954,  by  a  corporation  in  con¬ 
nection  with  (a)  a  transaction  to  which 
section  351  (relating  to  transfer  of  prop¬ 
erty  to  corporation  controlled  by  trans¬ 
feror)  applies,  Xb)  as  paid-in  surplus  or 
as  a  contribution  to  capital,  or  (c)  in 
connection  with  a  reorganization  to 
which  Part  III  of  Subchapter  C  applies, 
then  the  basis  shall  be  the  same  as  it 
would  be  in  the  hands  of  the  transferor, 
increased  in  the  amount  of  gain  recog¬ 
nized  to  the  transferor  on  such  transfer. 
Section  362  does  not  apply  if  the  prop¬ 
erty  acquired  Consists  of  stock  or  securi¬ 
ties  in  a  corporation  a  party  to  the 
reorganization,  unless  acquired  by  the 
issuance  of  stock  or  securities  of  the 
transferee  as  the  consideration  in  whole 
or  in  part  for  the  transfer.  (See  also 
§  1.362-2.) 

§  1.362-2  Certain  contributions  to 
capital.  The  following  rules  shall  be 
used  in  the  application  of  section  362 
(c) : 

(a)  Property  deemed  to  be  acquired 
with  contributed  money  shall  be  that 
property,  if  any,  the  acquisition  of  which 
was  the  purpose  motivating  the  contri¬ 
bution; 

(b)  In  the  case  of  an  excess  of  the 
amount  of  money  contributed  over  the 
cost  of  the  property  deemed  to  be  ac¬ 


quired  with  such  money  (as  defined  in 
paragraph  (a)  of  this  section)  such  ex¬ 
cess  shall  be  applied  to  the  reduction  of 
the  basis  (but  not  below  zero)  of  other 
properties  held  by  the  corporation,  on 
the  last  day  of  the  12-month  period  be¬ 
ginning  on  the  day  the  contribution  is 
received,  in  the  following  order — 

(1)  All  property  of  a  character  sub¬ 
ject  to  an  allowance  for  depreciation 
(not  including  any  properties  as  to 
which  a  deduction  for  amortization  is 
allowable), 

(2)  Property  with  respect  to  which  a 
deduction  for  amortization  is  allowable, 

(3)  Property  with  respect  to  which  a 
deduction  for  depletion  is  allowable 
under  section  611  but  not  under  section 
613,  and 

(4)  All  other  remaining  properties. 

The  reduction  of  the  basis  of  each  of  the 
properties  within  each  of  the  above 
categories  shall  be  made  in  proportion 
to  the  relative  bases  of  such  properties. 

(c)  With  the  consent  of  the  Commis¬ 
sioner,  the  taxpayer  may,  however,  have 
the  basis  of  the  various  units  of  prop¬ 
erty  within  a  particular  category  ad¬ 
justed  in  a  manner  different  from  the 
general  rule  set  forth  in  paragraph  (b) 
of  this  section.  Variations  from  such 
rule  may,  for  example,  involve  adjusting 
the  basis  of  only  certain  units  of  the 
taxpayer’s  property  within  a  given  cate¬ 
gory.  A  request  for  variations  from  the 
general  rule  should  be  filed  by  the  tax¬ 
payer  with  its  return  for  the  taxable 
year  for  which  the  transfer  of  the  prop¬ 
erty  has  occurred. 

§  1.363  Statutory  provisions;  effect  on 
earnings  and  profits. 

Sec.  363.  Effect  on  earnings  and  profits. 
For  rules  relating  to  the  effect  on  earnings 
and  profits  of  transactions  to  which  this  part 
applies,  see  sections  312  and  381. 

Special  Rule ;  Definitions 

§  1.367  Statutory  provisions;  foreign 
corporations. 

Sec.  367.  Foreign  corporations.  In  deter¬ 
mining  the  extent  to  which  gain  shall  be 
recognized  in  the  case  of  any  of  the  ex¬ 
changes  described  in  section  332,  351,  354, 
355,  356,  or  361,  a  foreign  corporation  shall 
not  be  considered  as  a  corporation  unless, 
before  such  exchange,  it  has  been  estab¬ 
lished  to  the  satisfaction  of  the  Secretary 
or  his  delegate  that  such  exchange  is  not  in 
pursuance  of  a  plan  having  as  one  of  its 
principal  purposes  the  avoidance  of  Federal 
income  taxes.  For  purposes  of  this  section, 
any  distribution  described  in  section  355  (or 
so  much  of  section  356  as  relates  to  section 
355)  shall  be  treated  as  an  exchange  whether 
or  not  it  is  an  exchange. 

§  1.367-1  Foreign  corporations. 
Whether  any  one  of  the  exchanges  or 
distributions  described  in  section  332, 
351,  354,  355,  356,  or  361,  involving  a  for¬ 
eign  corporation,  is  in  pursuance  of  a 
plan  having  as  one  of  its  principal  pur¬ 
poses  the  avoidance  of  Federal  income 
tax,  is  a  question  of  fact.  In  any  such 
case  if  a  taxpayer  desires  to  establish 
that  an  exchange  or  distribution  is  not 
in  pursuance  of  such  a  plan,  a  state¬ 
ment  under  oath  of  the  facts  and  cir¬ 
cumstances  relating  to  the  plan  under 
which  the  exchange  or  distribution  is  to 
be  made,  together  with  a  copy  of  the 
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plan,  shall  be  forwarded  to  the  Commis¬ 
sioner  of  Internal  Revenue,  Washington 
25,  D.  C.,  for  a  ruling.  A  letter  setting 
forth  the  Commissioner’s  determination 
will  be  mailed  to  the  taxpayer.  If  the 
Commissioner  determines  that  the  ex¬ 
change  or  distribution  is  not  in  pursu¬ 
ance  of  a  plan  having  as  one  of  its  prin¬ 
cipal  purposes  the  avoidance  of  Federal 
income  tax,  the  taxpayer  should  retain 
a  copy  of  the  Commissioner’s  letter  as 
authority  for  treating  the  foreign  cor¬ 
poration  as  a  corporation  in  determining 
the  extent  to  which  gain  is  recognized 
from  the  exchange  or  distribution.  If 
the  transaction  is  not  carried  out  in  ac¬ 
cordance  with  the  plan  submitted,  the 
Commissioner’s  approval  will  not  render 
the  transaction  tax-free. 

§  1.368  Statutory  provisions;  defini¬ 
tions  relating  to  corporate  reorganiza¬ 
tions. 

Sec.  368.  Definitions  relating  to  corporate 
reorganizations — (a)  Reorganization — (1)  In 
general.  For  purposes  of  parts  I  and  II  and 
this  part,  the  term  “reorganization”  means — 

(A)  A  statutory  merger  or  consolidation; 

(B)  The  acquisition  by  one  corporation,  in 
exchange  solely  for  all  or  a  part  of  its  voting 
stock,  of  stock  of  another  corporation  if,  im¬ 
mediately  after  the  acquisition,  the  acquir¬ 
ing  corporation  has  control  of  such  other 
corporation  (whether  or  not  such  acquiring 
corporation  had  control  immediately  before 
the  acquisition) ; 

(C)  The  acquisition  by  one  corporation,  in 
exchange  solely  for  all  or  a  part  of  its  voting 
stock  (or  in  exchange  solely  for  all  or  a  part 
of  the  voting  stock  of  a  corporation  which  is 
in  control  of  the  acquiring  corporation),  of 
substantially  all  of  the  properties  of  another 
corporation,  but  in  determining  whether  the 
exchange  is  solely  for  stock  the  assumption 
by  the  acquiring  corporation  of  a  liability  of 
the  other,  or  the  fact  that  property  acquired 
is  subject  to  a  liability,  shall  be  disregarded; 

(D)  A  transfer  by  a  corporation  of  all  or 
a  part  of  its  assets  to  another  corporation  If 
immediately  after  the  transfer  the  trans¬ 
feror,  or  one  or  more  of  its  shareholders 
(including  persons  who  were  shareholders 
immediately  before  the  transfer),  or  any 
combination  thereof,  is  in  control  of  the 
corporation  to  which  the  assets  are  trans¬ 
ferred;  but  only  if,  in  pursuance  of  the  plan, 
stock  or  securities  of  the  corporation  to 
which  the  assets  are  transferred  are  dis¬ 
tributed  in  a  transaction  which  qualifies  un¬ 
der  section  354,  355,  or  356; 

(E)  A  recapitalization;  or 

(F)  A  mere  change  in  identity,  form,  or 
place  of  organization,  however  effected. 

(2)  Special  rules  relating  to  paragraph 
(1) — (A)  Reorganizations  described  in  both 
paragraph  (1)  ( C )  and  paragraph  (1)  (D). 
If  a  transaction  is  described  in  both  para¬ 
graph  (1)  (C)  and  paragraph  (1)  (D),  then, 
for  purposes  of  this  subchapter,  such  trans¬ 
action  shall  be  treated  as  described  only  in 
paragraph  (1)  (D). 

(B)  Additional  consideration  in  certain 
paragraph  (I)  (C)  cases.  If — 

(1)  One  corporation  acquires  substantially 
all  of  the  properties  of  another  corporation, 

(ii)  The  acquisition  would  qualify  under 
paragraph  (1)  (C)  but  for  the  fact  that  the 
acquiring  corporation  exchanges  money  or 
other  property  in  addition  to  voting  stock, 
and 

(iii)  The  acquiring  corporation  acquires, 
solely  for  voting  stock  described  in  para¬ 
graph  (l)  (C),  property  of  the  other  cor¬ 
poration  having  a  fair  market  value  which 
is  at  least  80  percent  of  the  fair  market 
value  of  all  of  the  property  of  the  other 
corporation. 
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•then  such  acquisition  shall  (subject  to  sub- 
paragraph  (A)  of  this  paragraph)  be  treated 
as  qualifying  tinder  paragraph  (1)  (C). 

Solely  for  the  purpose  of  determining 
whether  clause  (iii)  of  the  preceding  sen¬ 
tence  applies,  the  amount  of  any  liability 
assumed  by  the  acquiring  corporation,  and 
the  amount  of  any  liability  to  which  any 
property  acquired  by  the  acquiring  corpo¬ 
ration  is  subject,  shall  be  treated  as  money 
paid  for  the  property. 

(C)  Transfers  of  assets  to  subsidiaries  in 
certain  paragraph  (1)  (A)  and  (I)  (C) 

cases.  A  transaction  otherwise  qualifying 
under  paragraph  (1)  (A)  or  paragraph  (1) 
(C)  shall  not  be  disqualified  by  reason  of 
the  fact  that  part  or  all  of  the  assets  which 
were  acquired  in  the  transaction  are  trans¬ 
ferred  to  a  corporation  controlled  by  the 
corporation  acquiring  such  assets. 

(b)  Party  to  a  reorganization.  For  pur¬ 
poses  of  this  part,  the  term  “a  party  to  a 
reorganization”  includes — 

(1)  A  corporation  resulting  from  a  reor¬ 
ganization,  and 

(2)  Both  corporations,  in  the  case  of  a 
reorganization  resulting  from  the  acquisi¬ 
tion  by  one  corporation  of  stock  or  properties 
of  another. 

In  the  case  of  a  reorganization  qualifying 
under  paragraph  (1)  (C)  of  subsection  (a), 
if  the  stock  exchanged  for  the  properties 
is  stock  of  a  corporation  which  is  in  control 
of  the  acquiring  corporation,  the  term  “a 
party  to  a  reorganization”  Includes  the  cor¬ 
poration  so  controlling  the  acquiring  cor¬ 
poration.  In  the  case  of  a  reorganization 
qualifying  under  paragraph  (1)  (A)  or  (1) 
(C)  of  subsection  (a)  by  reason  of  para¬ 
graph  (2)  (C)  of  subsection  (a),  the  term 
“a  party  to  a  reorganization”  includes  the 
corporation  controlling  the  corporation  to 
which  the  acquired  assets  are  transferred. 

(c)  Control.  For  purposes  of  part  I  (other 
than  section  304),  part  II,  and  this  part, 
the  term  “control”  means  the  ownership  of 
stock  possessing  at  least  80  percent  of  the 
total  combined  voting  power  of  all  classes 
of  stock  entitled  to  vote  and  at  least  80 
percent  of  the  total  number  of  shares  of  all 
other  classes  of  stock  of  the  corporation. 

§  1.368-1  Purpose  and  scope  of  excep¬ 
tion  of  reorganization  exchanges — (a) 
Reorganizations.  As  used  in  the  regula¬ 
tions  under  Parts  I,  n,  and  III  of  sub¬ 
chapter  C  of  the  Internal  Revenue  Code 
of  1954  (§§  1.301  to  1.368-3)  the  terms 
“reorganization”  and  “party  to  a  reor¬ 
ganization”  mean  only  a  reorganization 
or  a  party  to  a  reorganization  as  defined 
in  subsections  (a)  and  (b)  of  section  368. 
With  respect  to  insolvency  reorganiza¬ 
tions,  see  part  IV  of  subchapter  C  of  the 
Internal  Revenue  Code  of  1954. 

(b)  Purpose.  Under  the  general  rule/ 
upon  the  exchange  of  property,  gain  or 
loss  must  be  accounted  for  if  the  new 
property  differs  in  a  material  particular, 
either  in  kind  or  in  extent,  from  the  old 
property.  The  purpose  of  the  reorgani¬ 
zation  provisions  of  the  Internal  Reve¬ 
nue  Code  is  to  except  from  the  general 
rule  certain  specifically  described  ex¬ 
changes  incident  to  such  readjustments 
of  corporate  structures  made  in  one  of 
the  particular  ways  specified  in  the  Code, 
as  are  required  by  business  exigencies 
and  which  effect  only  a  readjustment  of 
continuing  interest  in  property  under 
modified  corporate  forms.  Requisite  to 
a  reorganization  under  the  Code  are  a 
continuity  of  the  business  enterprise 
under  the  modified  corporate  form,  and 
(except  as  provided  in  section  368  (a) 
(1)  (D) )  a  continuity  of  interest  therein 
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on  the  part  of  those  persons  who,  directly 
or  indirectly,  were  the  owners  of  the 
enterprise  prior  to  the  reorganization. 
The  Code  recognizes  as  a  reorganization 
the  amalgamation  (occurring  in  a  speci¬ 
fied  way)  of  two  corporate  enterprises 
under  a  single  corporate  structure  if 
there  exists  among  the  holders  of  the 
stock  and  securities  of  either  of  the  old 
corporations  the  requisite  continuity  of 
interest  in  the  new  corporation,  but  there 
is  not  a  reorganization  if  the  holders  of 
the  stock  and  securities  of  the  old  corpo¬ 
ration  are  merely  the  holders  of  short¬ 
term  notes  in  the  new  corporation.  In 
order  to  exclude  transactions  not  in¬ 
tended  to  be  included,  the  specifications 
of  the  reorganization  provisions  of  the 
law  are  precise.  Both  the  terms  of  the 
specifications  and  their  underlying  as¬ 
sumptions  and  purposes  must  be  satis¬ 
fied  in  order  to  entitle  the  taxpayer  to 
the  benefit  of  the  exception  from  the 
general  rule.  Accordingly,  under  the 
Code,  a  short-term  purchase  money  note 
is  not  a  security  of  a  party  to  a  reorgani¬ 
zation,  an  ordinary  dividend  is  to  be 
treated  as  an  ordinary  dividend,  and  a 
sale  is  nevertheless  to  be  treated  as  a 
sale  even  though  the  mechanics  of  a 
reorganization  have  been  set  up. 

(c)  Scope.  The  nonrecognition  of 
gain  or  loss  is  prescribed  for  two  specifi¬ 
cally  described  types  of  exchanges,  viz: 
The  exchange  that  is  provided  for  in 
section  354  (a)  (1)  in  which  stock  or 
securities  in  a  corporation,  a  party  to  a 
reorganization,  are,  in  pursuance  of  a 
plan  of  reorganization,  exchanged  for 
the  stock  or  securities  in  a  corporation, 
a  party  to  the  same  reorganization;  and 
the  exchange  that  is  provided  for  in 
section  361  (a)  in  which  a  corporation, 
a  party  to  a  reorganization,  exchanges 
property,  in  pursuance  of  a  plan  of  re¬ 
organization,  for  stock  or  securities  in 
another  corporation,  a  party  to  the  same 
reorganization.  Section  368  (a)  (1) 

limits  the  definition  of  the  term  “re¬ 
organization”  to  six  kinds  of  transac¬ 
tions  and  excludes  all  others.  From  its 
context,  the  term  "a  party  to  a  reorgan¬ 
ization”  can  only  mean  a  party  to  a 
transaction  specifically  defined  as  a  re¬ 
organization  by  section  368  (a).  Cer¬ 
tain  rules  respecting  boot  received  in 
either  of  the  two  types  of  exchanges  pro¬ 
vided  for  in  section  354  (a)  (1)  and 
section  361  (a)  are  prescribed  in  sec¬ 
tions  356,  357,  and  361  (b).  A  special 
rule  respecting  a  transfer  of  property 
with  a  liability  in  excess  of  its  basis  is 
prescribed  in  section  357  (c).  Under 
section  367  a  limitation  is  placed  on  all 
these  provisions  by  providing  that  except 
under  specified  conditions  foreign  corpo¬ 
rations  shall  not  be  deemed  within  their 
scope.  The  provisions  of  the  Internal 
Revenue  Code  referred  to  in  this  para¬ 
graph  are  inapplicable  unless  there  is  a 
plan  of  reorganization.  A  plan  of  re¬ 
organization  must  contemplate  the  bona 
fide  execution  of  one  of  the  transactions 
specifically  described  as  a  reorganiza¬ 
tion  in  section  368  (a)  and  for  the  bona 
fide  consummation  of  each  of  the 
requisite  acts  under  which  nonrecogni¬ 
tion  of  gain  is  claimed.  Such  transac¬ 
tion  and  such  acts  must  be  an  ordinary 
and  necessary  incident  of  the  conduct 
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of  the  enterprise  and  must  provide  for 
a  continuation  of  the  'enterprise.  A 
scheme,  which  involves  an  abrupt  de¬ 
parture  from  normal  reorganization  pro¬ 
cedure  in  connection  with  a  transaction 
on  which  the  imposition  of  tax  is  immi¬ 
nent,  such  as  a  mere  device  that  puts 
on  the  form  of  a  corporate  reorganiza¬ 
tion  as  a  disguise  for  concealing  its  real 
character,  and  the  object  and  accom¬ 
plishment  of  which  is  the  consummation 
of  a  preconceived  plan  having  no  busi¬ 
ness  or  corporate  purpose,  is  not  a  plan 
of  reorganization. 

5  1.368-2  Definition  of  terms,  (a) 
The  application  of  the  term  "reorganiza¬ 
tion’'  is  to  be  strictly  limited  to  the 
specific  transactions  set  forth  in  section 
368  (a) .  The  term  does  not  embrace  the 
mere  purchase  by  one  corporation  of  the 
properties  of  another  corporation,  for  it 
imports  a  continuity  of  interest  on  the 
part  of  the  transferor  or  its  shareholders 
in  the  properties  transferred.  If  the 
properties  are  transferred  for  cash  and 
deferred  payment  obligations  of  the 
transferee  evidenced  by  short-term 
notes,  the  transaction  is  a  sale  and  not 
an  exchange  in  which  gain  or  loss  is  not 
recognized. 

(b)  The  words  "statutory  merger  or 
consolidation’’  refer  to  a  merger  or  con¬ 
solidation  effected  pursuant  to  the  cor¬ 
poration  laws  of  the  United  States  or  a 
State  or  Territory  or  the  District  of 
Columbia. 

(c)  In  order  to  qualify  as  a  “reorgan¬ 
ization”  under  section  368  (a)  (1)  (B), 
the  acquisition  by  the  acquiring  corpo¬ 
ration  of  stock  of  another  corporation 
must  be  in  exchange  solely  for  all  or  a 
part  of  the  voting  stock  of  the  acquiring 
corporation,  and  the  acquiring  corpora¬ 
tion  must  be  in  control  of  the  other 
corporation  immediately  after  the 
transaction.  If,  for  example.  Corpora¬ 
tion  X,  in  one  transaction  exchanges 
nonvoting  preferred  stock  or  bonds  in 
addition  to  all  or  a  part  of  its  voting 
stock  in  the  acquisition  of  stock  of  Cor¬ 
poration  Y,  the  transaction  is  not  a  re¬ 
organization  under  section  368  (a)  (1) 
(B).  The  acquisition  of  stock  of  an¬ 
other  corporation  by  the  acquiring  cor¬ 
poration  solely  for  its  voting  stock  is 
permitted  tax-free  even  though  the 
acquiring  corporation  already  owns 
some  of  the  stock  of  the  other  corpora¬ 
tion.  Such  an  acquisitipn  is  permitted 
tax-free  in  a  single  transaction  or  in  a 
series  of  transactions  taking  place  over 
a  relatively  short  period  of  time  such  as 
12  months.  For  example.  Corporation 
A  purchased  30  percent  of  the  common 
stock  of  Corporation  W  (the  only  class 
of  stock  outstanding)  for  cash  in  1939. 
On  March  1,  1955,  Corporation  A  offers 
to  exchange  its  own  voting  stock  for  all 
the  stock  of  Corporation  W  tendered 
within  6  months  from  the  date  of  the 
offer.  Within  the  6  months’  period 
Corporation  A^acquires  an  additional  60 
percent  of  the  stock  of  Corporation  W 
solely  for  its  own  voting  stock,  so  that 
it  owns  90  percent  of  the  stock  of  Cor¬ 
poration  W.  No  gain  or  loss  is  recog¬ 
nized  with  respect  to  the  exchanges  of 
stock  of  Corporation  A  for  stock  of  Cor¬ 
poration  W.  For  this  purpose,  it  is 
immaterial  whether  such  exchanges 


occurred  before  Corporation  A  acquired 
control  (80  percent)  of  Corporation  W 
or  after  such  control  was  acquired.  If 
Corporation  A  had  acquired  80  percent 
of  the  stock  of  Corporation  W  for  cash 
in  1939,  it  could  likewise  acquire  some 
or  all  of  the  remainder  of  such  stock 
solely  in  exchange  for  its  own  voting 
stock  without  recognition  of  gain  or  loss. 

(d)  In  order  to  qualify  as  a  reorgani¬ 
zation  under  section  368  (a)  (1)  (C),the 
transaction  must  be  one  described  in 
subparagraph  (1)  or  (2)  below: 

(1)  One  corporation  must  acquire 
substantially  all,  the  properties  of 
another  corporation  solely  in  exchange 
for  all  or  a  part  of  its  own  voting  stock, 
or  solely  in  exchange  for  all  or  a  part  of 
the  voting  stock  of  a  corporation  which 
is  in  control  of  the  acquiring  corporation. 
For  example.  Corporation  P  owns  all  the 
stock  of  Corporation  A.  All  the  proper¬ 
ties  of  Corporation  W  are  transferred  to 
Corporation  A  either  solely  in  exchange 
for  voting  stock  of  Corporation  P  or 
solely  in  exchange  for  less  than  80  per¬ 
cent  of  the  voting  stock  of  Corporation  A. 
Either  of  such  transactions  constitutes  a 
reorganization  under  section  368  (a)  (1) 
(C) .  However,  if  the  properties  of  Cor¬ 
poration  W  are  acquired  in  exchange  for 
voting  stock  of  both  Corporation  P  and 
Corporation  A,  the  transaction  will  not 
constitute  a  reorganization  under  sec¬ 
tion  368  (a)  (1)  (C).  In  determining 
whether  the  exchange  meets  the  require¬ 
ment  of  “solely  for  voting  stock”,  the  as¬ 
sumption  by  the  acquiring  corporation  of 
liabilities  of  the  transferor  corporation, 
or  the  fact  that  property  acquired  from 
the  transferor  corporation  is  subject  to  a 
liability,  shall  be  disregarded.  Though 
such  an  assumption  does  not  prevent  an 
exchange  from  being  solely  for  voting 
stock  for  the  purposes  of  the  definition 
of  a  reorganization  contained  in  section 
368  (a)  (1)  (C),  it  may  in  some  cases, 
however,  so  alter  the  character  of  the 
transaction  as  to  place  the  transaction 
outside  the  purposes  and  assumptions  of 
the  reorganization  provisions.  Section 
368  (a)  (1)  (C)  does  not  prevent  con¬ 
sideration  of  the  effect  of  an  assumption 
of  liabilities  on  the  general  character  of 
the  transaction  but  merely  provides  that 
the  requirement  that  the  exchange  be 
solely  for  voting  stock  is  satisfied  if  the 
only  additional  consideration  is  an  as¬ 
sumption  of  liabilities. 

(2)  One  corporation — 

(i)  Must  acquire  substantially  all  of 
the  properties  of  another  corporation  in 
such  manner  that  the  acquisition  would 
qualify  under  (1)  above,  but  for  the  fact 
that  the  acquiring  corporation  ex¬ 
changes  money,  or  other  property  in 
addition  to  such  voting  stock,  and 

(ii)  Must  acquire  solely  for  voting 
stock  (either  of  the  acquiring  corpora¬ 
tion  or  of  a  corporation  which  is  in 
control  of  the  acquiring  corporation) 
properties  of  the  other  corporation 
having  a  fair  market  value  which  is  at 
least  80  percent  of  the  fair  market  value 
of  all  the  properties  of  the  other 
corporation. 

(3)  For  the  purposes  of  subparagraph 

(2)  (ii)  only,  a  liability  assumed  or  to 
which  the  properties  are  subject  is  con¬ 
sidered  money  paid  for  the  properties. 


For  example.  Corporation  A  has  proper¬ 
ties  with  a  fair  market  value  of  $100,000 
and  liabilities  of  $10,000.  In  exchange 
for  these  properties,  Corporation  Y 
transfers  its  own  voting  stock,  assumes 
the  $10,000  liabilities,  and  pays  $8,000  in 
cash.  The  transaction  is  a  reorganiza¬ 
tion  even  though  a  part  of  the  properties 
of  Corporation  A  is  acquired  for  cash. 
On  the  other  hand,  if  the  properties  of 
Corporation  A  worth  $100,000,  were  sub¬ 
ject  to  $50,000  in  liabilities,  an  acquisi¬ 
tion  of  all  the  properties,  subject  to  the 
liabilities,  for  any  consideration  other 
than  solely  voting  stock  would  not 
qualify  as  a  reorganization  under  this 
section  since  the  liabilities  alone  are  in 
excess  of  20  percent  of  the  fair  market 
value  of  the  properties.  If  the  transac¬ 
tion  would  qualify  under  either  (1)  or 
(2)  above  and  also  under  section  368  (a) 
(1)  (D),  such  transaction  shall  not  be 
treated  as  a  reorganization  under  sec¬ 
tion  368  (a)  (1)  (C). 

(e)  A  "recapitalization”,  and  there¬ 
fore  a  reorganization,  takes  place  if,  for 
example: 

(DA  corporation  with  $200,000  par 
value  of  bonds  outstanding,  instead  of 
paying  them  off  in  cash,  discharges  them 
by  issuing  preferred  shares  to  the  bond¬ 
holders; 

(2)  There  is  surrendered  to  a  corpora¬ 
tion  for  cancellation  25  percent  of  its 
preferred  stock  in  exchange  for  no  par 
value  common  stock; 

(3)  A  corporation  issues  preferred 
stock,  previously  authorized  but  un¬ 
issued,  for  outstanding  common  stock; 

(4)  An  exchange  is  made  of  a  corpora¬ 
tion’s  outstanding  preferred  stock,  hav¬ 
ing  certain  priorities  with  reference  to 
the  amount  and  time  of  payment  of 
dividends  and  the  distribution  of  the 
corporate  assets  upon  liquidation,  for  a 
new  issue  of  such  corporation’s  common 
stock  having  no  such  rights; 

(5)  An  exchange  is  made  of  an 
amount  of  a  corporation’s  outstanding 
preferred  stock  with  dividends  in  arrears 
for  a  similar  amount  of  a  corporation’s 
preferred  stock  plus  an  amount  of  stock 
(preferred  or  common)  with  respect  to 
the  amount  of  dividends  in  arrears. 
However,  if  such  an  exchange  is  made 
solely  for  the  purpose  of  effecting  the 
payment  of  dividends  for  the  current 
and  immediately  preceding  taxable 
years  upon  the  preferred  stock  ex¬ 
changed,  an  amount  equal  to  the  value 
of  the  stock  issued  in  lieu  of  such  divi¬ 
dends  shall  be  treated  as  a  distribution  to 
which  section  305  (b)  (1)  is  applicable. 

(f )  The  term  “a  party  to  a  reorganiza¬ 
tion”  includes  a  corporation  resulting 
from  a  reorganization,  and  both  cor¬ 
porations,  in  a  transaction  qualifying  as 
a  reorganization  where  one  corporation 
acquires  stock  or  properties  of  another 
corporation.  A  corporation  remains  a 
party  to  the  reorganization  although  it 
transfers  all  or  part  of  the  assets  ac¬ 
quired  to  a  controlled  subsidiary.  A  cor¬ 
poration  controlling  an  acquiring  cor¬ 
poration  is  a  party  to  the  reorganization 
when  the  stock  of  such  controlling  cor¬ 
poration  is  used  in  the  acquisition  of 
properties.  Both  corporations  are  par¬ 
ties  to  the  reorganization  if,  under  stat¬ 
utory  authority.  Corporation  A  is  merged 
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into  Corporation  B.  All  three  of  the 
corporations  are  parties  to  the  reor¬ 
ganization  if,  pursuant  to  statutory 
authority,  Corporation  C  and  Corpora¬ 
tion  D  are  consolidated  into  Corporation 
E.  Both  corporations  are  parties  to  the 
reorganization  if  Corporation  F  trans¬ 
fers  substantially  all  its  assets  to  Cor¬ 
poration  G  in  exchange  for  all  or  a  part 
of  the  voting  stock  of  Corporation  G. 
All  three  corporations  are  parties  to  the 
reorganization  if  Corporation  H  trans¬ 
fers  substantially  all  its  assets  to  Cor¬ 
poration  K  in  exchange  for  all  or  a  part 
of  the  voting  stock  of  Corporation  L, 
which  is  in  control  of  Corporation  K. 
Both  corporations  are  parties  to  the  re¬ 
organization  if  Corporation  M  transfers 
all  or  a  part  of  its  assets  to  Corporation 
N  in  exchange  for  all  or  a  part  of  the 
stock  and  securities  of  Corporation  N, 
but  only  if  (1)  immediately  after  such 
transfer,  Corporation  M,  or  one  or  more 
of  its  shareholders  (including  persons 
who  were  shareholders  immediately  be¬ 
fore  such  transfer) ,  or  any  combination 
thereof,  is  in  control  of  Corporation  N, 
and  (2)  in  pursuance  of  the  plan,  the 
stock  and  securities  of  Corporation  N 
are  transferred  or  distributed  by  Cor¬ 
poration  M  in  a  transaction  in  which 
gain  or  loss  is  not  recognized  under 
section  354  or  355,  or  is  recognized  only 
to  the  extent  provided  in  section  356. 
Both  Corporation  O  and  Corporation  P, 
but  not  Corporation  S,  are  parties  to  the 
reorganization  if  Corporation  O  acquires 
stock  of  Corporation  P  from  Corporation 
S  in  exchange  solely  for  a  part  of  the  vot¬ 
ing  stock  of  Corporation  O,  if  (1)  the 
stock  of  Corporation  P  does  not  consti¬ 
tute  substantially  all  of  the  assets  of  Cor¬ 
poration  S,  (2>  Corporation  S  is  not  in 
control  of  Corporation  O  immediately 
after  the  acquisition,  and  (3)  Corpora¬ 
tion  O  is  in  control  of  Corporation 
P  immediately  after  the  acquisition. 

! 1  (g)  The  term  “plan  of  reorganization” 
has  reference  to  a  consummated  trans¬ 
action  specifically  defined  as  a  reorgani¬ 
zation  under  section  368  (a) .  The  term 
is  not  to  be  construed  as  broadening  the 
definition  of  “reorganization”  as  set  forth 
in  section  368  (a) ,  but  is  to  be  taken  as 
limiting  the  nonrecognition  of  gain  or 
loss  to  such  exchanges  or  distributions 
as  are  directly  a  part  of  the  transaction 
specifically  described  as  a  reorganization 
in  section  368  (a) .  Moreover,  the  trans¬ 
action,  or  series  of  transactions,  em¬ 
braced  in  a  plan  of  reorganization  must 
not  only  come  within  the  specific  lan¬ 
guage  of  section  368  (a),  but  the  read¬ 
justments  involved  in  the  exchanges  or 
distributions  effected  in  the  consumma¬ 
tion  thereof  must  be  undertaken  for  rea¬ 
sons  germane  to  the  continuance  of  the 
business  of  a  corporation  a  party  to  the 
reorganization.  Section  368  (a)  con¬ 
templates  genuine  corporate  reorgani¬ 
zations  which  are  designed  to  effect  a 
readjustment  of  continuing  interests 
under  modified  corporate  forms. 

(h)  As  used  in  section  368,  as  well  as 
in  other  provisions  of  the  Internal  Reve¬ 
nue  Code,  if  the  context  so  requires,  the 
conjunction  “or”  denotes  both  the  con¬ 
junctive  and  the  disjunctive,  and  the 
singular  includes  the  plural.  For  ex¬ 
ample,  the  provisions  of  the  statute  are 
complied  with  if  “stock  and  securities” 
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are  received  iff  exchange  as  well  as  if 
“stock  or  securities”  are  received. 

§  1.368-3  Records  to  be  kept  and  in¬ 
formation  to  be  filed  with  returns,  (a) 
The  plan  of  reorganization  must  be 
adopted .  by  each  of  the  corporations 
parties  thereto;  and  the  adoption  must 
be  shown  by  the  acts  of  its  duly  consti¬ 
tuted  responsible  officers,  and  appear 
upon  the  official  records  of  the  corpora¬ 
tion.  Each  corporation,  a  party  to  a 
reorganization,  shall  file  as  a  part  of  its 
return  for  its  taxable  year  within  which 
the  reorganization  occurred  a  complete 
statement  of  all  facts  pertinent  to  the 
nonrecognition  of  gain  or  loss  in  con¬ 
nection  with  the  reorganization,  in¬ 
cluding; 

(1)  A  certified  copy  of  the  plan  of 
reorganization,  together  with  a  state¬ 
ment  under  oath  or  affirmation  showing 
in  full  the  purposes  thereof  and  in  de¬ 
tail  all  transactions  incident  to,  or  pur¬ 
suant  to,  the  plan. 

(2)  A  complete  statement  of  tjie  cost 
or  other  basis  of  all  property,  including 
all  stock  or  securities,  transferred  inci¬ 
dent  to  the  plan. 

(3)  A  statement  of  the  amount  of 
stock  or  securities  and  other  property  or 
money  received  from  the  exchange,  in¬ 
cluding  a  statement  of  all  distributions 
or  other  disposition  made  thereof.  The 
amount  of  each  kind  of  stock  or  securi¬ 
ties  and  other  property  received  shall 
be  stated  on  the  basis  of  the  fair  market 
value  thereof  at  the  date  of  the  exchange. 

(4)  A  statement  of  the  amount  and 
nature  of  any  liabilities  assumed  upon 
the  exchange,  and  the  amount  and 
nature  of  any  liabilities  to  which  any  of 
the  property  acquired  in  the  exchange 
is  subject.  ’ 

(b)  Every  taxpayer,  other  than  a  cor¬ 
poration  a  party  to  the  reorganization, 
who  receives  stock  or  securities  and 
other  property  or  money  upon  a  tax- 
free  exchange  in  connection  with  a  cor¬ 
porate  reorganization  shall  incorporate 
in  his  income  tax  return  for  the  taxable 
year  in  which  the  exchange  takes  place 
a  complete  statement  of  all  facts  per¬ 
tinent  to  the  nonrecognition  of  gain  or 
loss  upon  such  exchange  including: 

(1)  A  statement  of  the  cost  or  other 
basis  of  the  stock  or  securities  trans¬ 
ferred  in  the  exchange,  and 

(2)  A  statement  in  full  of  the  amount 
of  stock  or  securities  and  other  property 
or  money  received  from  the  exchange, 
including  any  liabilities  assumed  upon 
the  exchange,  and  any  liabilities  to 
which  property  received  is  subject.  The 
amount  of  each  kind  of  stock  or  securi¬ 
ties  and  other  property  (other  than  lia¬ 
bilities  assumed  upon  the  exchange) 
received  shall  be  set  forth  upon  the  basis 
of  the  fair  market  value  thereof  at  the 
date  of  the  exchange. 

(c)  Permanent  records  in  substantial 
form  shall  be  kept  by  every  taxpayer  who 
participates  in  a  tax-free  exchange  in 
connection  with  a  corporate  reorganiza¬ 
tion  showing  the  cost  or  other  basis  of 
the  transferred  property  and  the  amount 
of  stock  or  securities  and  other  property 
or  money  received  (including  any  liabili¬ 
ties  assumed  on  the  exchange,  or  any 
liabilities  to  which  any  of  the  properties 
received  were  subject) ,  in  order  to  facili- 
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tate  the  determination  of  gain  or  loss 
from  a  subsequent  disposition  of  such 
stock  or  securities  and  other  property 
received  from  the  exchange. 

INSOLVENCY  REORGANIZATIONS 

§  1.371  Statutory  provisions;  insol¬ 
vency  reorganizations;  reorganization  in 
certain  receivership  and  bankruptcy 
proceedings. 

Sec.  371.  Reorganization  in  certain  re¬ 
ceivership  and  "bankruptcy  proceedings — (a) 
Exchanges  by  corporations — (1)  In  general. 
No  gain  or  loss  shall  be  recognized  if  prop¬ 
erty  of  a  corporation  (other  than  a  railroad 
corporation,  as  defined  in  section  77  (m)  of 
the  Bankruptcy  Act  (49  Stat.  922;  11  U.  S.  C. 
205) )  is  transferred  in  pursuance  of  an 
order  of  the  court  having  Jurisdiction  of 
such  corporation — 

(A)  In  a  receivership,  foreclosure,  or 
similar  proceeding,  or 

(B)  In  a  proceeding  under  chapter  X  of 
the  Bankruptcy  Act  (52  Stat.  883-905;  11 
U.  S.  C.,  chapter  10)  or  the  corresponding 
provisions  of  prior  law, 

to  another  corporation  organized  or  made 
use  of  to  effectuate  a  plan  of  reorganization 
approved  by  the  court  in  such  proceeding, 
in  exchange  solely  for  stock  or  securities  in 
such  other  corporation. 

(2)  Gain  from  exchanges  not  solely  in 
kind.  If  an  exchange  would  be  within  the 
provisions  of  paragraph  (1)  if  it  were  not 
for  the  fact  that  the  property  received  in 
exchange  consists  not  only  of  stock  or  secu¬ 
rities  permitted  by  paragraph  (1)  to  be 
received  without  the  recognition  of  gain, 
but  also  of  other  property  or  money,  then — 

(A)  If  the  corporation  receiving  such 
other  property  or  money  distributes  it  in 
pursuance  of  the  plan  of  reorganization,  no 
gain  to  the  corporation  shall  be  recognized 
from  the  exchange,  but 

(B)  If  the  corporation  receiving  such 
other  property  or  money  does  not  distribute 
it  in  pursuance  of  the  plan  of  reorganiza¬ 
tion,  the  gain,  if  any,  to  the  corporation 
shall  be  recognized,  but  in  an  amount  not 
in  excess  of  the  sum  of  such  money  and  the 
fair  market  value  of  such  other  property 
so  received,  which  is  not  so  distributed. 

(b)  Exchanges  by  security  holders — (1)  In 
general.  No  gain  or  loss  shall  be  recognized 
on  an  exchange  consisting  of  the  relinquish¬ 
ment  or  extinguishment  of  stock  or  securities 
in  a  corporation  the  plan  of  reorganization 
of  which  is  approved  by  the  court  in  a  pro¬ 
ceeding  described  in  subsection  (a),  in  con¬ 
sideration  of  the  acquisition- solely  of  stock 
or  securities  in  a  corporation  organized  or 
made  use  of  to  effectuate  such  plan  of 
reorganization. 

(2)  Gain  from  exchanges  not  solely  in 
kind.  If  an  exchange  would  be  within  the 
provisions  of  paragraph  (1)  if  it  were  not 
for  the  fact  that  the  property  received  in 
exchange  consists  not  only  of  property  per¬ 
mitted  by  paragraph  (1)  to  be  received  with¬ 
out  the  recognition  of  gain,  but  also  of  other 
property  or  money,  then  the  gain,  if  any,  to 
the  recipient  shall  be  recognized,  but  in  an 
amount  not  in  excess  of  the  sum  of  such 
money  and  the  fair  market  value  of  such 
other  property. 

(c)  Loss  from  exchanges  not  solely  in 
kind.  If  an  exchange  would  be  within  the 
provisions  of  subsection  (a)  (1)  or  (b)  (1) 
if  it  were  not  for  the  fact  that  the  property 
received  in  exchange  consists  not  only  of 
property  permitted  by  subsection  (a)  (1) 
or  (b)  (1)  to  be  received  without  the  recog¬ 
nition  of  gain  or  los?,  but  also  of  other  prop¬ 
erty  or  money,  then  no  loss  from  the  ex¬ 
change  shall  be  recognized. 

(d)  Assumption  of  liabilities.  In  the  case 
of  a  transaction  involving  an  assumption  of 
a  liability  or  the  acquisition  of  property 
subject  to  a  liability,  the  rules  provided  in 
section  357  shall  apply. 
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§  1.371-1  Exchanges  by  corpora¬ 
tions — (a)  Exchange  solely  for  stock  or 
securities.  (1)  Section  371  (a)  (1)  pro¬ 
vides  for  the  nonrecognition  of  gain  or 
loss  by  a  corporation  upon  certain  ex¬ 
changes  made  in  connection  with  the  re¬ 
organization  of  an  insolvent  corporation. 
The  section  does  not  apply  to  a  railroad 
corporation  as  defined  in  section  77  (m) 
of  the  Bankruptcy  Act  (49  Stat.  922; 
11  U.  S.  C.  205) .  In  order  to  qualify  as  a 
section  371  (a)  reorganization,  the  trans¬ 
action  must  satisfy  the  express  statutory 
requirements  as  well  as  the  underlying 
assumptions  and  purposes  for  which  the 
exchange  is  excepted  from  the  general 
rule  requiring  the  recognition  of  gain  or 
loss  upon  the  exchange  of  property. 

(2)  Section  371  (a)  (1)  applies  only 
with  respect  to  a  reorganization  effected 
in  one  of  two  specified  types  of  court 
proceedings:  (i)  Receivership,  foreclo¬ 
sure,  or  similar  proceedings,  or  (ii)  cor¬ 
porate  reorganization  proceedings  under 
Chapter  X  of  the  Bankruptcy  Act  (52 
Stat.  883-905;  11  U.  S.  C.  c.  10).  The 
specific  statutory  requirements  are  the 
transfer  of  property  of  a  corporation,  in 
pursuance  of  an  order  of  the  court  hav¬ 
ing  jurisdiction  of  the  corporation  in 
such  proceeding,  to  another  corporation 
organized  or  made  use  of  to  effectuate  a 
plan  of  reorganization  approved  by  the 
court  in  such  proceeding,  in  exchange 
solely  for  stock  or  securities  in  such  other 
corporation.  If  the  consideration  for  the 
transfer  consists  of  other  property  or 
money  as  well  as  stock  and  securities,  see 
sections  371  (a)  (2)  and  371  (c).  As  to 
the  assumption  of  liabilities  in  an  ex¬ 
change  described  in  section  371  (a),  see 
section  371  (d). 

(3)  The  application  of  section  371 

(a)  (1)  is  to  be  strictly  limited  to  a 
transaction  of  the  character  set  forth 
in  such  section.  Hence,  the  section  is 
inapplicable  unless  there  is  a  bona  fide 
plan  of  reorganization  approved  by  the 
court  having  jurisdiction  of  the  proceed¬ 
ing  and  the  transfer  of  the  property  of 
the  insolvent  corporation  is  made  pur¬ 
suant  to  such  plan.  It  is  unnecessary 
that  the  transfer  be  a  direct  transfer 
from  the  insolvent  corporation;  it  is 
sufficient  if  the  transfer  is  an  integral 
step  in  the  consummation  of  the  reor¬ 
ganization  plan  approved  by  the  court. 
By  its  terms,  the  section  has  no  applica¬ 
tion  to  a  reorganization  consummated 
by  adjustment  of  the  capital  or  debt 
structure  of  the  insolvent  corporation 
without  the  transfer  of  its  assets  to  an¬ 
other  corporation. 

(4)  As  used  in  section  371  (a)  (1), 
the  term  “reorganization”  is  not  con¬ 
trolled  by  the  definition  of  “reorganiza¬ 
tion”  contained  in  section  368.  How¬ 
ever,  certain  basic  requirements,  im¬ 
plicit  in  the  statute,  which  are  essential 
to  a  reorganization  under  section  368, 
are  likewise  essential  to  qualify  a  trans¬ 
action  as  a  reorganization  under  section 
371  (a)  (1).  Among  these  requirements 
are  a  continuity  of  the  business  enter¬ 
prise  under  the  modified  corporate  form 
and  a  continuity  of  interest  therein  on 
the  part  of  those  persons  who  were  the 
owners  of  the  enterprise  prior,  to  the 
reorganization.  Thus,  the  nonrecogni¬ 
tion  accorded  by  section  371  (a)  (1) 
applies  only  to  a  genuine  reorganization 


as  distinguished  from  a  liquidation  and 
sale  of  property  to  either  new  or  old  in¬ 
terests  supplying  new  capital  and  dis¬ 
charging  the  obligations  of  the  old  cor¬ 
poration.  For  the  purpose  of  determin¬ 
ing  whether  the  requisite  continuity  of 
interest  exists,  the  interest  of  creditors 
who  have,  by  appropriate  legal  steps, 
obtained  effective  command  of  the 
property  of  an  insolvent  corporation  is 
considered  as  the  equivalent  of  a  pro¬ 
prietary  interest.  But  the  mere  possi¬ 
bility  of  a  proprietary  interest  is  not  its 
equivalent.  In  general,  any  transaction 
will  be  subject  to  nonrecognition  of  gain 
or  loss  as  prescribed  by  section  371  (a) 

( 1 )  where  the  property  is  transferred  to 
a  corporation  and  the  stock  and  se¬ 
curities  of  such  corporation  are  trans¬ 
ferred  to  persons  who  were  shareholders 
or  creditors  of  the  transferor  corpora¬ 
tion  as  if  such  stock  or  securities  had 
been  transferred  to  such  persons  as 
shareholders  pursuant  to  the  nonrecog¬ 
nition  provisions  of  Part  HI  of  subchap¬ 
ter  C.  The  determinative  and  control¬ 
ling  factors  are  the  corporation’s  insol¬ 
vency  and  the  effective  command  by  the 
creditors  over  its  property.  The  term 
“insolvent”  as  used  herein  refers  to  in¬ 
solvency  at  any  time  during  the  course  of 
the  proceeding  referred  to  in  section  371 
(a)  (1),  either  in  the  sense  of  excess  of 
liabilities  over  assets  or  in  the  sense  of 
inability  to  meet  obligations  as  they  ma¬ 
ture. 

(5)  A  short-term  purchase  money 
note  is  not  a  security  within  the  mean¬ 
ing  of  this  section,  and  the  transfer  of 
the  properties  of  the  insolvent  corpora¬ 
tion  for  cash  and  deferred  payment  obli¬ 
gations  of  the  transferee  evidenced  by 
short-term  notes  is  a  sale  and  not  an 
exchange. 

(b)  Exchange  for  stock  or  securities 
and  other  property  or  money.  If  an 
exchange  would  be  within  the  provisions 
of  section  371  (a)  (1)  if  it  were  not  for 
the  fact  that  the  consideration  for  the 
transfer  of  the  property  of  the  insolvent 
corporation  consists  not  only  of  stock 
or  securities  but  also  of  other  property 
of  money,  then,  as  provided  in  section 
371  (a)  (2),  if  the  other  property  or 
money  received  by  the  corporation  is 
distributed  by  it  pursuant  to  the  plan 
of  reorganization,  no  gain  to  the  cor¬ 
poration  will  be  recognized.  Property 
is  distributed  within  the  meaning  of 
this  section  if  it  is  paid  over  or  dis- 
tributed  to  shareholders  or  creditors  who 
have  by  appropriate  legal  steps  obtained 
effective  command  of  the  property  of  the 
corporation.  If  the  other  property  or 
money  received  by  the  corporation  is  not 
distributed  by  it  pursuant  to  the  plan 
of  reorganization,  the  gain,  if  any,  to 
the  corporation  from  the  exchange  will 
be  recognized  in  an  amount  not  in  ex¬ 
cess  of  the  sum  of  money  and  the  fair 
market  value  of  the  other  property  so 
received  which  is  not  distributed.  In 
either  case  no  loss  from  the  exchange 
will  be  recognized  (see  section  371  (c) ) . 

(c)  Records  to  be  kept  and  informa¬ 
tion  to  be  filed.  (1)  Each  corporation  a 
party  to  a  section  371  (a)  reorganiza¬ 
tion  shall  furnish  a  complete  statement 
of  all  facts  pertinent  to  the  nonrecogni¬ 
tion  of  gain  or  loss  in  connection  with 
the  exchange,  including: 


(1)  A  certified  copy  of  the  plan  of 
reorganization  approved  by  the  court  in 
the  proceeding,  together  with  a  state¬ 
ment  showing  in  full  the  purposes  there¬ 
of  and  in  detail  all  transactions  incident, 
or  pursuant,  to  the  plan; 

(ii)  A  complete  statement  of  the  cost 
or  other  basis  of  all  property,  including 
all  stock  or  securities,  transferred  inci¬ 
dent  to  the  plan; 

(iii)  A  statement  of  the  amount  of 
stock  or  securities  and  other  property  or 
money  received  in  the  exchange,  includ¬ 
ing  a  statement  of  all  distributions  or 
other  disposition  made  thereof.  The 
amount  of  each  kind  of  stock  or  securi¬ 
ties  or  other  property  shall  be  stated  on 
the  basis  of  the  fair  market  value  there¬ 
of  at  the  date  of  the  exchange; 

(iv)  A  statement  of  the  amount  and 
nature  of  any  liabilities  assumed  upon 
the  exchange. 

The  information  required  by  this  section 
shall  be  filed  as  a  part  of  the  corpora¬ 
tion’s  return  for  its  taxable  year  within 
which  the  reorganization  occurred. 

(2)  Permanent  records  in  substantial 
form  must  be  kept  by  every  taxpayer  who 
participates  in  a  tax-free  exchange  in 
connection  with  a  corporate  reorganiza¬ 
tion  showing  the  cost  or  other  basis  of 
the  transferred  property  and  the  amount 
of  stock  or  securities  and  other  property 
or  money  received  (including  any  liabil¬ 
ities  assumed  upon  the  exchange),  in 
order  to  facilitate  the  determination  of 
gain  or  loss  from  a  subsequent  disposi¬ 
tion  of  such  stock  or  securities  and  other 
property  received  from  the  exchange. 

§  1.371-2  Exchanges  by  security 
holders — (a)  In  general.  (1)  Section 
371  (b)  prescribes  the  rules  relative  to 
the  recognition  of  gain  or  loss  upon  cer¬ 
tain  exchanges  made  by  the  holders  of 
stock  or  securities  of  an  insolvent  cor¬ 
poration  in  connection  with  a  reorgani¬ 
zation  described  in  section  371  (a). 
Under  section  371  (b)  (1),  no  gain  or 
loss  shall  be  recognized  if,  pursuant  to 
the  plan  of  reorganization,  stock  or  se¬ 
curities  in  the  insolvent  corporation  are 
exchanged  solely  for  stock  or  securities 
in  the  corporation  organized  or  made 
use  of  to  effectuate  such  plan.  If,  in 
addition  to  such  stock  or  securities, 
other  property  or  money  is  received 
upon  such  exchange,  gain  is  recognized 
to  the  extent  of  such  other  property  or 
money  (section  371  (b)  (2)),  but  no 
loss  is  recognized  (section  371  (c)).  As 
to  the  basis  of  the  stock  or  securities  or 
other  property  acquired  upon  an  ex¬ 
change  under  section  371  (b),  see  sec¬ 
tion  358. 

(2)  By  thus  characterizing  as  an  ex¬ 
change,  and  regarding  as  a  single  taxable 
event,  the  event  or  series  of  events  re¬ 
sulting  in  the  relinquishment  or  extin¬ 
guishment  of  the  stock  or  securities  in 
the  old  corporation  and  the  acquisition  in 
consideration  thereof,  in  whole  or  in 
part,  of  stock  or  securities  in  the  new 
corporation,  the  Internal  Revenue  Code 
secures  uniformity  of  treatment  for  the 
participating  security  holders,  regardless 
of  the  particular  steps  or  the  procedural 
devices  by  which  such  exchange  is  ef¬ 
fected.  Thus,  the  transaction  which 
qualified  as  a  reorganization  under  sec¬ 
tion  371  (a)  may  take  one  of  several 
forms.  In  a  typical  creditors’  reorgani- 
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zation  there  may  be  a  transfer  of  the  . 
property  of  the  old  corporation  to  its 
bondholders,  or  the  bondholders’  com¬ 
mittee,  upon  surrender  of  the  bonds, 
followed  by  the  transfer  of  such  prop¬ 
erty  to  the  new  corporation  in  consid¬ 
eration  of  stock  in  the  latter;  or  there 
may  be  a  transfer  of  the  bonds  to  the 
new  corporation  in  exchange  for  its 
stock  or  securities,  followed  by  the 
transfer  of  the  property  of  the  old  cor¬ 
poration  in  consideration  of  the  sur¬ 
render  of  its  bonds.  In  either  event, 
section  371  (b)  treats  the  result  to  the 
participating  security  holders  as  an  ex¬ 
change  of  the  securities  of  the  old  cor¬ 
poration  for  securities  of  the  new 
corporation.  In  order,  however,  to  qual¬ 
ify  as  an  exchange  under  section  371  (b) 
the  various  events  resulting  in  the  re¬ 
linquishment  or  extinguishment  of  the 
old  securities  and  the  acquisition  of  the 
new  securities  must  be  embraced  within 
the  plan  of  reorganization  and  must  be 
undertaken  for  reasons  germane  to  the 
plan.  If  the  event,  or  series  of  events, 
qualifies  as  an  exchange  under  section 
371  (b) ,  no  antecedent  event  necessarily 
a  component  of  the  relinquishment  or 
extinguishment  of  the  securities  of  the 
old  corporation  in  consideration  of  the 
acquisition  of  the  securities  of  the  new 
corporation  shall  be  considered  a  trans¬ 
action  or  event  having  consequences  for 
income  tax  purposes. 

(b)  Exchange  solely  for  stock  or  se¬ 
curities.  Section  371  (b)  (1)  provides 
that  no  gain  or  loss  shall  be  recognized 
upon  an  exchange  consisting  of  the  re¬ 
linquishment  or  extinguishment  of  stock 
or  securities  in  an  insolvent  corporation 
described  in  section  371  (a),  in  consid¬ 
eration  of  the  acquisition  solely  of  stock 
or  securities  in  a  corporation  organized 
or  made  use  of  to  effectuate  the  plan  of 
reorganization.  As  used  in  this  section, 
the  term  security  does  not  include  a 
short-term  note. 

(c)  Exchanges  for  stock  or  securities 
and  other  property  or  money.  If  an  ex¬ 
change  would  be  within  section  371  (b) 
(1)  if  it  were  not  for  the  fact  that  the 
property  received  in  the  exchange  con¬ 
sists  not  only  of  stock  or  securities  in  the 
corporation  organized  or  made  use  of  to 
effectuate  the  plan  of  reorganization, 
but  also  of  other  property  or  money,  then 

(1)  As  provided  in  section  371  (b)  (2) , 
the  gain,  if  any,  to  the  taxpayer  will  be 
recognized  in  an  amount  not  in  excess 
of  the  sum  of  money  and  the  fair  market 
value  of  the  other  property.  The  gain 
so  recognized  shall  be  treated  as  capital 
gain. 

(2)  The  loss,  if  any,  to  the  taxpayer 
from  such  an  exchange  is  not  to  be  rec¬ 
ognized  to  any  extent  (see  section 
371  (c) ) . 

(d)  Records  to  he  kept  and  informa¬ 
tion  to  he  filed.  (1)  Every  taxpayer  who 
receives  stock  or  securities  and  other 
property  or  money  upon  an  exchange  de¬ 
scribed  in  section  371  (b)  in  connection 
with  a  corporate  reorganization,  must 
furnish  a  complete  statement  of  all  facts 
Pertinent  to  the  recognition  or  nonrecog¬ 
nition  of  gain  or  loss  upon  such  ex¬ 
change,  including — 

(i)  A  statement  of  the  cost  or  other 
basis  of  the  stock  or  securities  trans¬ 
ferred  in  the  exchange,  and 
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(ii)  A  statement  in  full  of  the  amount 
of  stock  or  securities  and  other  property 
or  money  received  from  the  exchange, 
including  any  liability  assumed  upon  the 
exchange.  The  amount  of  each  kind  of 
stock  or  securities  and  other  property 
(other  than  liabilities  assumed  upon  the 
exchange)  received  shall  be  set  forth 
upon  the  basis  of  the  fair  market  value 
thereof  at  the  date  of  the  exchange. 

The  statement  shall  be  incorporated  in 
the  taxpayer’s  income  tax  return  for  the  ' 
taxable  year  in  which  the  exchange  oc¬ 
curs. 

(2)  Permanent  records  in  substantial 
form  shall  be  kept  by  every  taxpayer 
who  participates  in  an  exchange  de¬ 
scribed  in  section  371  (b),  showing  the 
cost  or  other  basis  of  the  transferred 
property  and  the  amount  of  stock  or 
securities  and  other  property  or  money 
received  (including  any  liabilities  as¬ 
sumed  upon  the  exchange),  in  order  to 
facilitate  the  determination  of  gain  or 
loss  from  a  subsequent  disposition  of 
such  stock  or  securities  and  other  prop¬ 
erty  received  from  the  exchange. 

§  1.372  Statutory  provisions;  insol¬ 
vency  reorganization;  basis  in  connec¬ 
tion  with  certain  receivership  and  bank¬ 
ruptcy  proceedings. 

Sec.  372.  Basis  in  connection  with  certain 
receivership  and  bankruptcy  proceedings — 

(a)  Corporation.  If  property  was  acquired 
by  a  corporation  in  a  transfer  to  which — 

(1)  Section  371  (a)  applies, 

(2)  So  much  of  section  371  (c)  as  relates 
to  section  371  (a)  (1)  applies,  or 

(3)  The  corresponding  provisions  of  prior 
law  apply, 

then  notwithstanding  the  provisions  of  sec¬ 
tion  270  of  the  Bankruptcy  Act  (54  Stat.  709; 
11  U.  S.  C.  670),  the  basis  in  the  hands  of 
the  acquiring  corporation  shall  be  the  same 
as  it  would  be  in  the  hands  of  the  corpo¬ 
ration  whose  property  was  so  acquired,  in¬ 
creased  in  the  amount  of  gain  recognized  to 
the  corporation  whose  property  was  so  ac¬ 
quired  under  the  law  applicable  to  the  year 
in  which  the  acquisition  occurred,  and  such 
basis  shall  not  be  adjusted  under  section 
1017  by  reason  of  a  discharge  of  indebtedness 
in  pursuance  of  the  plan  of  reorganization 
under  which  such  transfer  was  made. 

(b)  Stock  or  security  holder.  For  basis  of 
stock  or  securities  acquired  under  section  371 

(b) ,  see  section  358. 

§  1.372-1  Corporations,  (a)  If,  as 
the  result  of  a  transaction  described  in 
section  371,  so  much  of  section  371  (c) 
as  relates  to  section  371  (a) ,  or  the  corre¬ 
sponding  provisions  of  prior  law,  the 
property  of  an  insolvent  corporation  is 
transferred,  in  pursuance  of  a  plan  of 
reorganization,  to  a  corporation  organ¬ 
ized  or  made  use  of  to  effectuate  such 
plan,  the  basis  of  such  property  in  the 
hands  of  the  acquiring  corporation  is  the 


same  as  it  would  be  in  the  hands  of  the 
insolvent  corporation,  increased  in  the 
amount  of  gain  recognized  upon  such 
transfer  under  the  law  applicable  to  the 
year  in  which  the  transfer  was  made. 
In  any  such  case,  the  adjustments  to 
basis  provided  by  section  270  of  the 
Bankruptcy  Act  (54  Stat.  709;  11  U.  S.  C. 
670) ,  or  section  1017  of  the  Internal  Rev¬ 
enue  Code  of  1954,  shall  not  be  made  in 
respect  of  any  indebtedness  cancelled 
pursuant  to  the  plan  of  reorganization 
under  which  the  transfer  was  made.  If 
the  transaction  falls  within  the  provi-  < 
sions  of  section  372  (a),  the  basis  of  the 
property  involved  shall  be  determined 
pursuant  to  such  provisions,  notwith¬ 
standing  that  the  transaction  might 
otherwise  fall  within  another  basis  pro¬ 
vision. 

(b)  The  provisions  of  section  372  (a) 
are  applicable  in  the  determination  of 
basis  for  all  taxable  years  beginning 
after  December  31,  1933,  except  that  the 
basis  so  determined  shall  not  be  given 
effect  in  the  determination  of  the  tax 
liability  for  any  taxable  year  beginning 
prior  to  January  1,  1943.  With  the  ex¬ 
ception  indicated,  the  basis  so  prescribed 
is  applicable  from  the  date  of  acquisi¬ 
tion  of  such  property.  For  example,  the 
provisions  of  section  1016  relating  to  ad¬ 
justed  basis  shall  be  applied  as  if  section 
372  (a)  were  a  part  of  the  Internal  Rev¬ 
enue  Code  of  1939  and  prior  internal 
revenue  laws  applicable  to  all  taxable 
years  beginning  after  December  31,  1933. 
Hence,  in  determining  the  amount  of 
the  adjustments  for  depreciation,  deple¬ 
tion,  etc.,  under  the  provisions  of  section 
1016  (a)  (2),  the  “amount  allowable”  is 
the  amount  computed  with  reference  to 
the  basis  provided  in  section  372  (a). 

(c)  The  effect  of  the  application  of 
section  372  (a)  may  be  illustrated  by 
the  following  examples: 

Example  (I).  On  January  1,  1935,  the  Y 
Corporation,  a  taxpayer  making  its  returns 
on  the  calendar  year  basis,  acquired  depreci¬ 
able  property  from  the  X  Corporation  as  the 
result  of  a  transaction  described  in  section 
372  (a).  On  January  1,  1935,  the  property 
had,  in  the  hands  of  the  X  Corporation,  a 
basis  of  $200,000,  an  adjusted  basis  of 
$150,000,  a  fair  market  value  as  of  January  1, 
1935,  of  $80,000,  and  an  estimated  remaining 
life  of  20  years.  The  1935  transaction  was 
treated  as  a  taxable  exchange  and,  accord¬ 
ingly,  the  Y  Corporation  claimed  and  was 
allowed  depreciation  in  the  amount  of  $4,000 
for  each  of  the  eight  taxable  years  1935 
through  1942,  inclusive.  For  each  of  the 
twelve  taxable  years  1943  through  1954,  in¬ 
clusive,  the  Y  Corporation  claimed  and  was 
allowed  depreciation  in  the  amount  of  $7,500. 
On  December  31,  1954,  the  property  was  sold 
for  $10,000  cash.  The  amount  of  the  gain 
realized  upon  the  sale  is  computed  as 
follows: 


Basis  to  X  Corporation _ $200,  000 

Adjustment  for  depreciation  in  the  hands  of  X  Corporation  (sec.  1016) _ «  50,000 


Adjusted  basis  for  depreciation  ih  the  hands  of  both  X  and  Y  Corporations  (sec. 

372  (b)) _ _  150,000 

Deduct: 

Depreciation  allowable  in  amount  of  $7,500  per  year  (Vfco  of  $150,000)  for 

8  years,  from  Jan.  1,  1935,  through  Dec.  31,  1942 _ $60,  000 

Depreciation  allowable  Jan.  1,  1943,  to  Dec.  31, 1954  (12  years  at  $7,500).  90, 000 

-  150, 000 


Adjusted  basis  for  computing  gain  or  loss - - - -  0 

Sale  price _ _ _ — - -  10, 000 


Gain  realized _ _ 


10,000 
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For  the  taxable  year  1943  and  succeeding  taxable  years,  the  Y  Corporation  ts  entitled  to 
deductions  for  depreciation  In  respect  of  such  property  in  the  amounts  of  (7,500  in  the 
determination  of  Its  tax  liabilities  tor  such  years.  But  no  change  In  the  tax  liability  Is 
authorized  for  preceding  taxable  years  by  reason  of  the  difference  between  the  $7,500 
depreciation  allowable  and  the  $4,000  deduotlon  previously  allowed. 

Example  (2) .  Assume  the  same  facts  as  in  example  (1) ,  except  that  the  property  acquired 
by  the  Y  Corporation  had  a  fair  market  value  as  of  January  1,  1935,  of  $180,000,  instead  of 
$80,000,  and  the  Y  Corporation  claimed  and  was  allowed  depreciation  in  the  amount  of  $9,000 
for  each  of  the  eight  taxable  years  1935  to  1942,  Inclusive,  and  In  the  amount  of  $6,500  for 
the  taxable  years  1943  to  1954,  Inclusive.  In  such  case,  the  amount  of  the  gain  realized  upon 
the  sale  of  the  property  would  be  computed  as  follows: 

Adjusted  basis  for  depreciation  In  the  hands  of  Y  Corporation  as  computed  In 


example  (1) - _ — — - - - - - •*- - - — . - - -  $150,000 

Deduct: 

Depreciation  allowed  In  the  amount  of  $9,000  per  year  for  8  years  Jan.  1, 

1935  to  Dec.  31,  1942 _ $72,000 

Depreciation  allowable  Jan.  1,  1943,  to  Dec.  31,  1954,  Inclusive  (12  times 

$6,500) .  78,000 

-  150, 000 


Adjusted  basis  for  computing  gain  or  loss - - — — . — - — ...  0 

Sale  price _ _ _ _ _ _ — - — - ...... — - — - —  10, 000 


Gain  realized-..—..— — - — .... — - — —  10, 000 


No  change  In  the  tax  liability  Is  authorized 
for  taxable  years  preceding  1943  by  reason 
of  the  difference  between  the  $7,500  depreci¬ 
ation  allowable  and  the  $9,000  deduction 
previously  allowed. 

§  1.373  Statutory  provisions;  insolv¬ 
ency  reorganizations ;  loss  not  recognized 
in  certain  railroad  reorganizations. 

Sec.  373.  Loss  not  recognized  in  certain 
railroad  reorganizations — (a) Nonrecognition 
of  loss.  No  loss  shall  be  recognized  If  prop¬ 
erty  of  a  railroad  corporation,  as  defined  In 
section  77  (m)  of  the  Bankruptcy  Act  (49 
Stat.  922;  11  U.  S.  C.  205),  is  transferred  in 
pursuance  of  an  order  of  the  court  having 
jurisdiction  of  such  corporation — 

(1)  In  a  receivership  proceeding,  or 

(2)  In  a  proceeding  under  section  77  of  the 
Bankruptcy  Act, 

to  a  railroad  corporation  (as  defined  in  sec¬ 
tion  77  (m)  of  the  Bankruptcy  Act)  organ¬ 
ized  or  made  use  of  to  effectuate  a  plan  of 
reorganisation  approved  by  the  court  in  such 
proceeding. 

(b)  Basis.  (1)  Railroad  corporations.  If 
the  property  of  a  railroad  corporation  (as 
defined  in  section  77  (m)  of  the  Bankruptcy 
Act)  was  acquired  after  December  31,  1938, 
In  pursuance  of  an  order  of  the  court  having 
Jurisdiction  of  such  corporation — 

(A)  In  a  receivership  proceeding,  or 

(B)  In  a  proceeding  under  section  77  of 
the  Bankruptcy  Act,  and  the  acquiring  cor¬ 
poration  Is  a  railroad  corporation  (as  defined 
in  section  77  (m)  of  the  Bankruptcy  Act) 
organized  or  made  use  of  to  effectuate  a 
plan  of  reorganization  approved  by  the  court 
in  such  proceeding,  the  basis  shall  be  the 
same  as  it  would  be  In  the  hands  of  the  rail¬ 
road  corporation  whose  property  was  so 
acquired. 

(2)  Property  acquired  by  street,  suburban, 
or  interurban  electric  railway  corporation. 
If  the  property  of  any  street,  suburban,  or 
Interurban  electric  railway  corporation 
engaged  as  a  common  carrier  In  the  trans¬ 
portation  of  persons  or  property  In  inter¬ 
state  commerce  was  acquired  after  Decem¬ 
ber  31,  1934,  in  pursuance  of  an  order  of 
the  court  having  Jurisdiction  of  such  cor¬ 
poration  in  a  proceeding  under  section  77B 
of  the  Bankruptcy  Act  (48  Stat.  912),  and 
the  acquiring  corporation  is  a  street,  sub¬ 
urban,  or  interurban  electric  railway  en¬ 
gaged  as  a  common  carrier  in  the  transporta¬ 
tion  of  persons  or  property  in  interstate 
commerce,  organized  or  made  use  of  to  ef¬ 
fectuate  a  plan  of  reorganization  approved 
by  the  court  in  such  proceeding,  then,  not¬ 
withstanding  the  provisions  of  section  270 
of  the  Bankruptcy  Act  (52  Stat.  904;  11 
U.  S.  C.  670) ,  the  basis  shall  be  the  same 


as  it  would  be  In  the  hands  of  the  corpora¬ 
tion  whose  property  was  so  acquired. 

§  1.373-1  Nonrecognition  of  loss  upon 
transfer  of  property  of  railroad  corpora¬ 
tion.  (a)  For  the  purpose  of  section 
373  (a) ,  it  is  unnecessary  that  the  trans¬ 
fer  be  a  direct  transfer  by  the  corpora¬ 
tion  undergoing  reorganization  or  that 
such  reorganization  constitute  a  reor¬ 
ganization  within  the  meaning  of  sec¬ 
tion  368  (a)  since  that  section  does  not 
apply  to  part  IV  of  subchapter  C.  It  is 
sufficient  if  the  transfer  is  made  in  pur¬ 
suance  of  an  order  of  the  court  and  is 
an  integral  step  in  the  consummation 
of  a  plan  of  reorganization  approved  by 
the  court  having  jurisdiction  of  the  pro¬ 
ceeding.  If  these  conditions  are  satis¬ 
fied,  no  loss  is  recognized  to  the  trans¬ 
feror  upon  the  ultimate  transfer  of  the 
property,  or  to  the  transferor  upon  any 
intermediate  transfer. 

(b)  Section  373  (a)  applies  only  to  a 
transfer  resulting  in  a  loss  and  has  no 
application  if  the  transfer  therein  de¬ 
scribed  results  in  a  gain. 

(c)  See  section  354  (c)  relative  to  ex¬ 
changes  by  stock  or  security  holders. 

§  1.373-2  Property  acquired  by  rail¬ 
road  corporation  in  a  receivership  or 
railroad  reorganization  proceeding,  (a) 
Section  373  (b)  (1)  sets  forth  certain 
conditions  under  which  the  basis  of  prop¬ 
erty  acquired  by  a  railroad  corporation 
is  the  same  as  it  would  have  been  in  the 
hands  of  the  railroad  corporation  whose 
property  was  acquired.  For  the  purpose 
of  section  373  (b)  (1),  it  is  unnecessary 
that  the  acquisition  in  question  be  a  di¬ 
rect  transfer  from  the  corporation  un¬ 
dergoing  reorganization  or  that  such 
reorganization  constitute  a  reorgani¬ 
zation  within  the  meaning  of  section  368 

(a)  since  that  section  does  not  apply  to 
part  IV  of  subchapter  C.  It  is  sufficient 
if  the  acquisition  is  in  pursuance  of  an 
order  of  the  court  and  is  an  integral  step 
in  the  consummation  of  a  reorganization 
plan  approved  by  the  court  having  juris¬ 
diction  of  the  proceeding. 

(b)  If  the  conditions  of  section  373 

(b)  (1)  are  satisfied,  then  for  the  purpose 
of  determining  basis,  the  provisions  of 
section  373  (b)  (1)  only  shall  apply, 
notwithstanding  that  the  transaction 


might  also  fall  within  another  basis  pro¬ 
vision. 

§  1.373-3  Property  acquired  by  elec¬ 
tric  railway  corporation  in  corporate 
reorganization  proceeding.  Subject  to 
the  limitations  and  conditions  set  forth 
in  section  373  (b)  (2),  if  the  reorgani¬ 
zation  under  section  77B  of  the  Bank¬ 
ruptcy  Act,  48  Stat.  912,  of  an  electric 
railway  corporation  results  in  the  acqui. 
sition  of  the  property  of  such  corporation 
by  another  corporate  entity,  the  basis 
of  such  property  in  the  hands  of  the  ac¬ 
quiring  corporation  is  the  same  as  it 
would  be  in  the  hands  of  the  old  corpora¬ 
tion.  It  is  requisite  to  the  application 
of  the  section  that  both  corporations 
be  street,  suburban,  or  interurban  elec¬ 
tric  railway  corporations  engaged  in  the 
transportation  of  persons  or  property  in 
interstate  commerce,  and  that  the  ac¬ 
quisition  is  in  pursuance  of  an  order  of 
the  court  and  is  an  integral  step  in  the 
consummation  of  a  reorganization  plan 
approved  by  the  court  having  jurisdic¬ 
tion  of  the  proceeding.  If  section  373 
(b)  (2)  applies,  section  270  of  the  Bank¬ 
ruptcy  Act  (11  U.  S.  C.  670),  relating  to 
the  adjustment  of  basis  by  reason  of  the 
cancellation  or  reduction  of  indebted¬ 
ness  in  a  corporate  reorganization  pro¬ 
ceeding,  is  inapplicable.  Moreover,  if 
the  transaction  is  within  the  provisions 
of  section  373  (b)  (2)  and  may  also  be 
considered  to  be  within  any  other  basis 
provision,  then  the  provisions  of  section 
373  (b)  (2)  only  shall  apply. 

EFFECTIVE  DATE  OF  STTBCHAPTER  C 

§  1.391  Statutory  provisions;  effective 
date  of  Part  I. 

Sec.  391.  Effective  date  of  Part  I.  Except 
as  otherwise  provided  in  this  subchapter, 
part  I  shall  take  effect  on  June  22,  1954.  Sec¬ 
tion  306  shall  apply  only  with  respect  to  dis¬ 
positions  (or  redemptions)  occurring  on  or 
after  June  22,  1954.  - 

§  1.391-1  Effective  date  of  part  I  of 
subchapter  C.  Pursuant  to  section  395 
and  regulations  thereunder,  the  provi¬ 
sions  of  part  I  of  subchapter  C  shall  be 
effective  with  respect  to  the  described 
transactions  which  occur  on  or  after 
June  22, 1954,  and  with  respect  to  section 
306  (relating  to  the  disposition  or  re¬ 
demption  of  “section  306  stock”),  such 
section  shall  apply  only  to  stock  which  is 
received  in  a  transaction  subject  to  the 
Internal  Revenue  Code"  of  1954,  and 
which  is  disposed  of  or  redeemed  after 
June  22,  1954.  Generally,  stock  issued 
after  June  22,  1954,  will  be  section  306 
stock  if  such  stock  comes  within  the  defi¬ 
nition  set  forth  in  section  306  (c) .  How¬ 
ever,  stock  which  otherwise  qualifies 
within  the  definition  set  forth  in  section 
306  is  not  section  306  stock  if  it  is  issued 
pursuant  to  a  reorganization  which  by 
reason  of  the  application  of  section  393 
(b)  and  section  395  is  governed  by  the 
provisions  of  the  Internal  Revenue  Code 
of  1939  without  amendment  by  the  Inter¬ 
nal  Revenue  Code  of  1954.  In  addition, 
stock  which  otherwise  qualifies  within 
the  definition  set  forth  in  section  306  (c) 
is  not  section  306  stock  if  it  is  issued 
pursuant  to  a  reorganization  which  by 
reason  of  an  election  under  section  393 
(b)  (2)  is  governed  by  the  provisions  of 
the  Internal  Revenue  Code  of  1939  with- 
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pie  ted  during  the  calendar  year  1954  and  holders  and  security  holders)  shall  be  deter- 
in  connection  with  plans  of  liquidation  mined  under  this  Code  and  not  under  the 
adopted  after  December  31,  1953,  and  Internai  Revenue  code  of  1939. 

before  June  22,  1954.  §  1.393-1  Effective  dates  of  parts  III 

(c)  Election.  Any  election  provided  and  IV  of  subchapter  C.  Section  393 
in  section  392  (b)  shall  be  made  by  at-  provides  the  general  rule  that  Part  III 
taching  to  the  return  of  the  liquidating  0f  Subchapter  C,  relating  to  corporate 
corporation  for  the  year  in  which  falls  reorganizations,  and  Part  TV  of  Sub¬ 
tle  date  of  the  final  liquidating  distribu-  chapter  C,  relating  to  certain  insolvency 
tion,  a  statement  indicating  its  election  reorganizations,  shall  take  effect  on  June 
with  respect  to  section  392  (b)  or,  in  any  22,  1954. 
case  in  which  the  final  return  of  the  ’  ,  *  „  . 

corporation  was  filed  on  or  before  De-  *  1.393—2  Special  rule  with  respect  to 
cember  11,  1954,  the  date  of  publication  certain  plans  of  reorganization  arising 
of  the  notice  of  proposed  rule  making,  *n  (a)  For  the  purpose  of  section 

within  90  days  after  the  date  of  final  393  (b)  — 

promulgation  of  these  regulations  by  fil-  , }*  a  corporation  has  adopted  a 
ing  such  a  statement  with  the  proper  £lan  of  reorganization  as  there  described 
district  director  of  internal  revenue  for  before  June  22, 1954,  it  may,  if  no  action 
association  with  the  final  return.  If  bas  been  taken  with  respect  to  such  plan 
such  a  statement  is  not  attached  to  the  which  would  constitute  a  realization  of 
return  for  such  year  or,  in  any  case  in  iucome  or  loss  (whether  or  not  recog- 
which  the  final  return  of  the  corpora-  mze5^)  *  “  n°  conveyance,  exchange 

tion  was  filed  on  or  before  December  11.  or  distribution  has  been  made  by  the 
1954,  is  not  filed  with  the  proper  district  corporation,  rescind  by  proper  corporate 
director  of  internal  revenue  within  the  sftion  and  adopt  such  plan  or  another 
time  prescribed  herein,  the  provisions  of  flan  of  reorganization  after  June  22, 
section  392  (b)  shall  not  be  applicable.  }954’  *f  411  other  corporations,  parties 

to  such  reorganization,  likewise  rescind 
§  1.393  Statutory  provisions ;  effec-  and  readopt  after  such  date. 
tive  dates  of  Parts  III  and  IV.  (2)  A  corporation  shall  be  considered 

Sec.  393.  Effective  dates  of  Parts  III  and  to  have  adopted  a  plan  of  reorganiza- 
IV—  (a)  General  rule.  Except  as  otherwise  tion  on  the  date  on  which  a  resolution 
provided  in  this  subchapter,  parts  III  and  of  the  board  of  directors  is  passed,  adopt- 
W  shall  take  effect  on  June  22,  1954.  ing  such  plan  or  recommending  its  adop- 

(b)  Special  rules  for  plans  of  reorgantea-  ti  to  the  shareholders,  or  upon  the 
tion— (1)  In  general.  Except  as  provided  In  r:  .  ",  Ti"  \ 

paragraphs  (2)  and  (3),  parts  III  and  IV  date  of  adoption  of  the  plan  of  reorgani- 
shall  apply  only  in  respect  of  plans  of  reor-  zation  by  the  shareholders  of  such  cor- 
ganization  adopted  on  or  after  June  22, 1954.  poration,  whichever  is  earlier. 

For  purposes  of  this  paragraph  and  para-  (b)  For  the  purpose  of  section  393  (b) 
graphs  (2)  and  (3),  a  plan  to  make  a  trans-  (2) _ 

fer  to  a  controlled  corporation  described  in  (l)A  plan  of  reorganization  shall  be 
section  351  or  a  plan  to  make  an  exchange  deemed  &  have  ^eu  submitted  before 
or  distribution  which  is  described  in  section  T  ,  _c,  ..  .  ,  j 

355  (or  so  much  of  section  356  as  relates  to  June  22,  1954,  if  such  plan  was  filed 
section  355)  shall  be  treated  as  a  plan  of  before  such  date,  with  any  office  of  the 
reorganization.  Internal  Revenue  Service  with  a  request 

(2)  Election  to  have  1939  Code  apply.  If—  for  a  ruling  as  to  the  tax  treatment 

(A)  A  plan  of  reorganization  was  sub-  thereof, 

mitted  to  the  Secretary  or  his  delegate  be-  (2)  a  ruling  with  respect  to  such  plan 

SpST'beL’Kr  P,an  ~  “*  the 

(B)  The  Secretary  or  his  delegate  issues  °®cial  authorized  to  issue  rulings  in  the 

(whether  before,  on,  or  after  such  date)  a  °ffice  pi  the  Assistant  Commissioner 
ruling  with  respect  to  such  plan,  and  (Technical)  in  the  National  Office  of  the 

(C)  The  corporations  which  are  parties  to  Internal  Revenue  Service, 

the  reorganization  elect  (at  such  time  and  in  (3)  Any  such  ruling  issued  shall  be 
such  manner  as  the  Secretary  or  his  delegate  conclusive  as  to  the  law  applicable  to  the 
may  by  regulations  prescribe)  to  have  this  transaction  under  the  Internal  Revenue 
paragraph  apply.  Code  of  1939  and  for  this  purpose  such 

then,  if  such  reorganization  is  completed  in  Code  shall  be  deemed  not  to  be  amended 
accordance  with  the  plan  so  submitted,  the  by  the  provisions  of  Parts  III  and  IV, 
tax  treatment  of  such  reorganization  (as  to  (4)  A  plan  of  reorganization  shall  be 
the  corporations  which  axe  parties  to  the  deemed  to  have  been  filed  on  the  date 

and'securUyHholders)  Than V552S25  ifc  is  plaCed  in  the  mail  aS  Sh0Wn  by  the 

under  the  internal  Revenue  ^ode  of  1939  Postmark  on  the  envelope  containing 
(in  accordance  with  the  contents  of  such  such  request  for  ruling  or  as  shown  by 
ruling)  and  not  under  this  Code.  other  available  evidence  of  the  mailing 

(3)  Election  to  have  1954  code  apply,  if —  date,  if  the  envelope  is  properly  ad- 

(A)  a  plan  of  reorganization—  dressed  and  the  proper  postage  affixed, 

(i)  Was  adopted  after  March  1,  1954,  and  (c)  For  the  purpose  of  section  393  (b) 

™  ne  2?‘  t  (3),  a  plan  of  reorganization  shall  be 

(  )  as  adopted  before  June  ,  195  ,  in  considered  to  have  been  adopted  by  a 
pursuance  of  a  court  order  and  all  distribu-  . :  -7  „  ;  ,  ,  Xv,  J  “ 

tions  under  the  plan  occur  after  March  l,  corporation  after  March  1,  1954,  and 
1954,  and  before  July  l,  1954,  and  before  June  22,  1954,  if  between  such 

(B)  The  corporations  which  are  parties  to  dates  either  the  plan  was  adopted  by  the 

the  reorganization  elect  (at  such  time  and  shareholders  or  a  resolution  of  a  board 
in  such  manner  as  the  Secretary  or  his  dele-  of  directors  was  passed  adopting  the 
gate  may  by  regulations  prescribe)  to  have  plan  or  recommending  its  adoption  to 
this  paragraph  apply,  the  shareholders. 

then  the  tax  treatment  of  such  reorganiza¬ 
tion  ( as  to  the  corporations  which  are  parties  §  1.393-3  Making  and  filing  of  elec- 
to  the  reorganization  and  as  to  their  share-  tions.  The  elections  provided  for  in  sub- 


out  amendment  by  the  Internal  Revenue 
Code  of  1954. 

§  1.392  Statutory  provisions;  effec¬ 
tive  date  of  Part  II. 

Sec.  392.  Effective  date  of  Part  II — (a) 
General  rule.  Except  as  otherwise  provided 
in  this  subchapter,  part  n  shall  apply  with 
respect  to  a  plan  of  liquidation  only  if  the 
flrBt  distribution  in  pursuance  of  such  plan 
occurs  on  or  after  June  22,  1954.  Section 
341  shall  apply  only  with  respect  to  sales, 
exchanges,  and  distributions  on  or  after 
June  22,  1954. 

(b)  Special  rule  for  certain  sales  during 
j$54_(l)  Nonrecognition  of  gain  or  loss. 
If— 

(A)  All  of  the  assets  of  a  corporation  (less 
assets  retained  to  meet  claims)  are  dis¬ 
tributed  before  January  1,  1955,  in  complete 
liquidation  of  such  corporation;  and 

(B)  The  corporation  elects  (at  such  time 
and  in  such  manner  as  the  Secretary  or  his 
delegate  may  by  regulations  prescribe)  to 
have  this  subsection  apply, 

then  no  gain  or  loss  shall  be  recognized  to 
such  corporation  from  the  sale  or  exchange 
by  It  of  property  during  the  calendar  year 
1954. 

(2)  Certain  provisions  of  section  337  made 
applicable.  For  purposes  of  paragraph  (1)  — 

(A)  The  term  “property”  has  the  meaning 
given  to  such  term  by  section  337  (b) ;  except 
that  any  determination  required  by  section 
337  (b)  to  be  made  by  reference  to  the  date 
of  the  adoption  of  the  plan  of  liquidation 
shall  be  made  by  reference  to  January  1, 
1954;  and 

(B)  The  limitations  of  section  337  (c) 
shall  apply. 

For  purposes  of  section  453  (d)  (4)  (B)  (re¬ 
lating  to  disposition  of  installment  obliga¬ 
tions),  nonrecognition  of  gain  or  loss  under 
paragraph  (1)  of  this  subsection  shall  be 
treated  as  nonrecognition  of  gain  or  loss 
under  section  337. 

(3)  Plans  of  liquidation  adopted  after  De¬ 
cember  31,  1953  and  before  June  22,  1954. 
If  the  plan  of  complete  liquidation  was 
adopted  after  December  31,  1953,  and  before 
June  22,  1954,  then,  at  the  election  of  the 
corporation  (made  at  such  time  and  in  such 
manner  as  the  Secretary  or  his  delegate  may 
by  regulations  prescribe)  — 

(A)  The  12-month  period  beginning  on 
the  date  of  the  adoption  of  such  plan  shall 
be  (i)  the  period  for  distribution  (in  lieu  of 
the  requirement  in  paragraph  (1)  (A)  of 
this  subsection  that  the  assets  be  distributed 
before  January  1,  1955),  and  (ii)  the  period 
during  which,  by  reason  of  paragraph  (1) 
of-this  subsection,  gain  or  loss  to  the  corpo¬ 
ration  is  not  recognized  (in  lieu  of  non¬ 
recognition  of  gain  or  loss  during  the  calen¬ 
dar  year  1954) ;  and 

(B)  Notwithstanding  paragraph  (2)  (A) 
of  this  subsection,  any  determination  re¬ 
quired  by  section  337  (b)  to  be  made  by 
reference  to  the  date  of  the  adoption  of  the 
plan  of  liquidation  shall  be  made  by  refer¬ 
ence  to  such  date  (and  not  by  reference  to 
January  1,  1954). 

§  1.392-1  Effective  date  of  part  II  of 
subchapter  C — (a)  General.  Section  392 
provides  the  general  rule  that  Part  n  of 
Subchapter  C,  relating  to  liquidations 
shall  be  applicable  only  if  the  first  dis¬ 
tribution  in  pursuance  of  any  plan  of 
liquidation  occurs  on  or  after  June  22, 
1954.  For  this  purpose,  the  date  of  adop¬ 
tion  of  the  plan  of  liquidation  is  not  ma¬ 
terial,  except  as  provided  in  such  part. 

(b )  Certain  sales  in  1954.  Section  392 
(b)  provides  special  rules  with  respect 
to  nonrecognition  of  gain  or  loss  upon 
certain  sales  or  exchanges  of  property 
in  connection  with  liquidations  com- 
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section  (b)  (2)  and  (b)  (3)  of  section 
393  shall  be  executed  in  the  same  man¬ 
ner  as  is  required  in  the  case  of  the  in¬ 
come  tax  returns  of  the  taxpayers. 
Where  more  than  one  corporation  is  in¬ 
volved  in  the  transaction,  all  such  cor¬ 
porations  shall  join  in  making  the  elec¬ 
tion.  except  that  a  corporation  which 
was  not  in  existence  on  June  22,  1954, 
shall  not  be  required  to  make  an  elec¬ 
tion  (unless  it  is  the  only  corporation 
involved  in  the  transaction) .  It  wrill  be 
sufficient  if  the  corporations  in  existence 
on  June  22,  1954,  make  the  election  for 
themselves  and  for  the  corporation  to 
be  organized  after  that  date  pursuant 
to  the  plan  of  reorganization,  but  such 
election  shall  be  binding  on  the  new 
corporation  when  it  is  formed  and  on 
the  holders  of  its  stock  and  securities. 
The  elections  are  to  be  filed  with  the 
district  director  of  internal  revenue  in 
the  district  in  which  the  returns  of  the 
corporations  are  filed.  The  filing  is  to 
be  accomplished  by  attaching  the  elec¬ 
tion  (or  certified  copy  thereof  if  more 
than  one  corporation  is  involved)  to  the 
tax  return  for  the  year  in  which  the 
transaction  took  place.  Furthermore, 
a  copy  of  such  election  is  to  be  attached 
to  the  income  tax  return  of  each  share¬ 
holder  or  security  holder  who  made  ex¬ 
changes,  or  received  distributions,  pur¬ 
suant  to  the  plan,  for  the  year  in  which 
the  transaction  took  place  or,  in  any 
case  in  which  the  copy  of  the  election 
is;  not  received  by  such  shareholder  or 
security  holder  until  after  the  due  date 
for  filing  the  return  for  the  year  in  which 
the  transaction  took  place,  the  copy  of 
the  election  shall  be  filed  with  the  proper 
district  director  of  internal  revenue  for 
association  with  the  return  of  such 
shareholder  or  security  holder.  The  elec¬ 
tions  filed  with  the  corporation  returns 
must  be  accompanied  by  all  relevant  data 
pertaining  to  the  transaction  and  by 
certified  copies  of  the  resolution  of  the 
directors  authorizing  the  election.  An 
election  once  made  and  filed  by  the  cor¬ 
porations  that  are  parties  to  the  reor¬ 
ganization  shall  be  irrevocable  both  as 
to  the  corporations  involved  and  as  to 
the  holders  of  their  stock  and  securities. 
Permanent  records  of  all  relevant  data 
shall  be  kept  by  every  taxpayer  for  whom 
an  election  was  filed  under  section  393 
(b),  in  order  to  facilitate  the  deter¬ 
mination  of  gain  or  loss  from  a  subse¬ 
quent  disposition  of  stock  or  securities 
or  other  property  acquired  in  the  trans¬ 
action  in  respect  of  which  the  election 
was  filed. 

§  1.395  Statutory  provisions;  special 
rules  for  application  of  subchapter  C. 

Sec.  395.  Special  rules  for  application  of 
this  subchapter — (a)  Taxable  years  affected. 
Any  provision  of  this  subchapter  the  applica¬ 
bility  of  which  is  stated  in  terms  of  a  specific 
date  shall  apply  with  respect  to  taxable  years 
ending  after  such  date.  Each  provision  shall, 
in  the  case  of  a  taxable  year  subject  to  the 
Internal  Revenue  Code  of  1939,  be  deemed 
to  be  Included  in  the  Internal  Revenue  Code 
of  1939,  but  shall  apply  only  to  taxable  years 
ending  after  such  specific  date. 

(b)  Repeal  and  continuance  of  Internal 
Revenue  Code  of  1939.  To  the  extent  that 
the  provisions  of  this  subchapter  supersede 
the  provisions  of  the  Internal  Revenue  Code 
of  1939,  such  provisions  of  the  Internal  Rev¬ 
enue  Code  of  1939  are  hereby  repealed.  The 
provisions  of  the  Internal  Revenue  Code  of 
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1939  shall  continue  to  apply  with  respect  to 
transactions  few  which  rules  are  provided  in 
this  subchapter  until  such  rules  take  effect. 

S  1.395-1  Special  rules  for  application 
of  subchapter  C.  (a)  In  general,  under 
section  7851,  the  provisions  of  subchapter 
C  are  applicable  to  any  taxable 
year  beginning  after  December  31,  1953, 
which  ends  after  August  16,  1954,  the 
date  of  the  enactment  of  the  Internal 
Revenue  Code  of  1954.  The  applicable 
date  of  each  provision  with  respect  to 
such  year  is  stated  either  in  connection 
therewith  or  in  sections  391  through  394. 
The  years  to  which  this  subchapter  is 
applicable  will  include  the  calendar  year 
1954,  and  all  fiscal  years  beginning  in 
1954  and  ending  after  August  16,  1954. 
All  years  beginning  before  January  1, 
1954,  and  ending  either  before,  on  or 
after  August  16,  1954,  are  subject  to  the 
Internal  Revenue  Code  of  1939.  All  tax¬ 
able  years  beginning  after  December  31, 
1953,  and  ending  before  August  16,  1954, 
are  also  subject  to  the  Internal  Revenue 
Code  of  1939. 

(b)  If  there  is  included  in  the  return 
for  a  taxable  year  subject  to  the  Internal 
Revenue  Code  of  1939  items  to  which  the 
provisions  of  this  subchapter  would  be 
applicable  if  such  years  were  subject  to 
the  Internal  Revenue  Code  of  1954,  such 
items  shall  be  reported  pursuant  to  the 
requirements  of  this  subchapter  if  the 
transactions  giving  rise  to  such  items 
occurred  after  the  applicable  dates  speci¬ 
fied.  The  determination  in  this  case  of 
the  proper  tax  treatment  shall  be  made 
by  substituting  the  applicable  provisions 
of  subchapter  C  for  the  provisions  of 
the  Internal  Revenue  Code  of  1939  which 
would  otherwise  be  applicable  thereto. 
For  example,  if  a  complete  liquidation 
of  a  corporation  occurs  and  if  such 
liquidation  would  have  been  subject  to 
the  provisions  of  section  332  had  the 
Internal  Revenue  Code  of  1954  been  ap¬ 
plicable  then  section  332  of  this  Code 
shall  be  deemed  to  have  superseded  sec¬ 
tion  112  (b)  (6)  of  the  Internal  Revenue 
Code  of  1939.  If  such  transaction  oc¬ 
curred  prior  to  the  applicable  date,  then 
the  provisions  of  the  Internal  Revenue 
Code  of  1939  alone  are  applicable.  If 
there  is  included  in  the  return  for  a  tax¬ 
able  year  subject  to  the  Internal  Reve¬ 
nue  Code  of  1954  items  to  which  the 
provisions  of  this  subchapter  would  be 
applicable,  except  for  the  applicable 
dates  specified,  such  items  shall  be  re¬ 
ported  pursuant  to  the  requirements  of 
the  Internal  Revenue  Code  of  1939  ap¬ 
plicable  to  such  transactions.  For  exam¬ 
ple,  the  tax  treatment  of  a  complete 
liquidation  of  a  corporation  described  in 
section  332  will  be  determined  not  by 
section  332  but  pursuant  to  the  rules  of 
section  112  (b)  (6)  of  the  Internal 

Revenue  Code  of  1939.  If  such  liquida¬ 
tion  occurred  after  June  21,  1954,  only 
section  332  shall  be  applicable. 

[seal]  O.  Gordon  Delk, 

Acting  Commissioner 
of  Internal  Revenue. 

Approved:  November  25,  1955. 

H.  Chapman  Rose, 

Acting  Secretary  of  the  Treasury. 

[F.  R.  Doc.  55-9630;  Filed,  Dec.  2,  1955; 

8:45  a.  m.J 


TITLE  20— EMPLOYEES’  ’ 
BENEFITS 

Chapter  V — Bureau  of  Employment 
Security,  Department  of  Labor 

Part  604 — Policies  of  the  United  States 
Employment  Service 

SERVICE  TO  MINORITY  GROUPS 

Pursuant  to  the  authority  vested  in  me 
by  section  12,  48  Stat.  117,  as  amended, 
29  U.  S.  C.  49k,  Reorganization  Plan  No. 
2  of  1949  and  by  delegation  from  the 
Secretary  of  Labor,  this  part  is  amended 
in  the  manner  set  forth  below.  The 
amendment  deletes  the  reference  to  Ex¬ 
ecutive  Order  9980  and  substitutes  a  ref¬ 
erence  to  the  superseding  Executive 
Order  10590. 

1.  Paragraph  (c)  of  §  604.8  is  amended 
to  read  as  follows: 

(c)  To  assist  the  United  States  Civil 
Service  Commission  in  effectuating  Ex¬ 
ecutive  Order  10590  by  disregarding 
nonperformance  factors  of  race,  color, 
religion,  or  national  origin  in  the  recruit¬ 
ment,  selection,  and  referral  of  workers 
on  job  orders  from  Federal  establish¬ 
ments. 

(Sec.  12. 48  Stat.  117;  29  U.  S.  C.  49k) 

Signed  at  Washington,  D.  C.,  this  29th 
day  of  November  1955. 

Robert  C.  Goodwin, 
Director, 

Bureau  of  Employment  Security. 

IF.  R.  Doc.  55-9745;  Filed.  Dec.  2,  1955; 
8:50  a.  m.] 


TITLE  25— INDIANS 

Chapter  I — Bureau  of  Indian  Affairs, 
Department  of  the  Interior 

Subchapter  R — Leases  and  Sale  of  Minerals, 
Restricted  Indian  Lands 

Part  183 — Leasing  of  Restricted  Lands 
of  Members  of  Five  Civilized  Tribes, 
Oklahoma,  for  Mining 

Part  186 — Leasing  of  Tribal  Lands  foe 
Mining 

Part  189 — Leasing  of  Certain  Restricted 
Allotted  Indian  Lands  for  Mining 

Part  195 — Leasing  of  Lands  in  Crow 
Indian  Reservation,  Montana,  for 
Mining 

ROYALTY  RATES  FOR  MINERALS  OTHER  THAN 
OIL  AND  GAS 

1.  The  regulations  in  this  subchapter 
are  amended  as  follows: 

§  183.23  Rdyalty  rates  for  minerals 
other  than  oil  and  gas.  Unless  otherwise 
authorized  by  the  Commissioner  of  In¬ 
dian  Affairs,  the  minimum  rates  for  min¬ 
erals  other  than  oil  and  gas  shall  be  as 
follows: 

(a)  For  substances  other  than  gold, 
silver,  copper,  lead,  zinc,  tungsten,  coal, 
asphaltum  and  allied  substances,  oil,  and 
gas,  the  lessee  shall  pay  quarterly  or  as 
otherwise  provided  in  the  lease,  a  royalty 
of  not  less  than  10  percent  of  the  value, 
at  the  nearest  shipping  point,  of  all  ores, 
metals,  or  minerals  marketed. 

(b)  For  gold  and  silver  the  lessee  shall 
pay  quarterly  or  as  otherwise  provided  in 
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the  lease,  a  royalty  of  not  less  than  10 
percent  to  be  computed  on  the  value  of 
bullion  as  shown  by  mint  returns  after 
deducting  forwarding  charges  to  the 
point  of  sale;  and  for  copper,  lead,  zinc, 
and  tungsten,  a  royalty  of  not  less  than 
10  percent  to  be  computed  on  the  value 
of  ores  and  concentrates  as  shown  by 
reduction  returns  after  deducting  freight 
charges  to  the  point  of  sale.  Duplicate 
returns  shall  be  filed  by  the  lessee  with 
the  Superintendent  within  10  days  after 
the  ending  of  the  quarter  or  other  period 
specified  in  the  lease  within  which  such 
returns  are  made:  Provided  however. 
That  the  lessee  shall  pay  a  royalty  of 
not  less  than  10  percent  of  the  value  of 
the  ore  or  concentrates  sold  at  the  mine 
unless  otherwise  provided  in  the  lease. 

(c)  For  coal  the  lessee  shall  pay  quar¬ 
terly  or  as  otherwise  provided  in  the 
lease,  a  royalty  of  not  less  than  10  cents 
per  ton  of  2,000  pounds  of  mine  run,  or 
coal  as  taken  from  the  mine,  including 
what  is  commonly  called  “slack.” 

(d)  For  asphaltum  and  allied  sub¬ 
stances  the  lessee  shall  pay  quarterly  or 
as  otherwise  provided  in  the  lease,  a 
royalty  of  not  less  than  10  cents  per  ton 
of  2,000  pounds  on  crude  material  or  not 
less  than  60  cents  per  ton  on  refined 
substances. 

(Sec.  2, 35  Stat.  312,  sec.  18,  41  Stat.  426,  sec.  1, 
45  Stat.  495,  sec.  1,  47  Stat.  777;  25  U.  S.  C. 
356) 

§  186.15  Royalty  rates  for  minerals 
other  than  oil  and  gas.  Unless  otherwise 
authorized  by  the  Commissioner  of  In¬ 
dian  Affairs,  the  minimum  rates  for  min¬ 
erals  other  than  oil  and  gas  shall  be  as 
follows: 

(a)  For  substances  other  than  gold, 
silver,  copper,  lead,  zinc,  tungsten,  coal, 
asphaltum  and  allied  substances,  oil,  and 
gas,  the  lessee  shall  pay  quarterly  or  as 
otherwise  provided  in  the  lease,  a  royalty 
of  not  less  than  10  percent  of  the  value, 
at  the  nearest  shipping  point,  of  all  ores, 
metals,  or  minerals  marketed. 

(b)  For  gold  and  silver  the  lessee 
shall  pay  quarterly  or  as  otherwise  pro¬ 
vided  in  the  lease,  a  royalty  of  not  less 
than  10  percent  to  be  computed  on  the 
value  of  bullion  as  shown  by  mint  re¬ 
turns  after  deducting  forwarding 
charges  to  the  point,  of  sale;  and  for 
copper,  lead,  zinc,  and  tungsten,  a  roy¬ 
alty  of  not  less  than  10  percent  to  be 
computed  on  the  value  of  ores  and  con¬ 
centrates  as  shown  by  reduction  returns 
after  deducting  freight  charges  to  the 
point  of  sale.  Duplicate  returns  shall 
be  filed  by  the  lessee  with  the  Superin¬ 
tendent  within  10  days  after  the  ending 
of  the  quarter  or  other  period  specified 
in  the  lease  within  which  such  returns 
are  made;  Provided,  however,  That  the 
lessee  shall  pay  a  royalty  of  not  less  than 
10  percent  of  the  value  of  the  ore  or 
concentrates  sold  at  the  mine  unless 
otherwise  provided  in  the  lease. 

(c)  For  coal  the  lessee  shall  pay  quar¬ 
terly  or  as  otherwise  provided  in  the 
lease,  a  royalty  of  not  less  than  10  cents 
Per  ton  of  2,000  pounds  of  mine  run,  or 
coal  as  taken  from  the  mine,  including 
what  is  commonly  called  “slack.” 

(d)  For  asphaltum  and  allied  sub¬ 
stances  the  lessee  shall  pay  quarterly  or 
as  otherwise  provided  in  the  lease,  a 
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royalty  of  not  less  than  10  cents  per  ton 
of  2,000  pounds  on  crude  material  or 
not  less  than  60  cents  per  ton  on  refined 
substances. 

(Secs.  16,  17,  48  Stat.  987,  988,  sec.  9.  49  Stat. 
1968,  sec.  4,  52  Stat.  348;  25  U.  S.  C.  396d, 
476,  477,  509) 

§  189.18  Royalty  rates  for  minerals 
other  than  oil  and  gas.  Unless  otherwise 
authorized  by  the  Commissioner  of  In¬ 
dian  Affairs,  the  minimum  rates  for 
minerals  other  than  oil  and  gas  shall 
be  as  follows: 

(a)  For  substances  other  than  gold, 
silver,  copper,  lead,  zinc,  tungsten,  coal, 
asphaltum  and  allied  substances,  oil,  and 
gas,  the  lessee  shall  pay  quarterly  or  as 
otherwise  provided  in  the  lease,  a  royalty 
of  not  less  than  10  percent  of  the  value, 
at  the  nearest  shipping  point,  of  all  ores, 
metals,  or  minerals  marketed. 

(b)  For  gold  and  silver  the  lessee  shall 
pay  quarterly  or  as  otherwise  provided  in 
the  lease,  a  royalty  of  not  less  than  10 
percent  to  be  computed  on  the  value  of 
bullion  as  shown  by  mint  returns  after 
deducting  forwarding  charges  to  the 
point  of  sale;  and  for  copper,  lead,  zinc, 
and  tungsten,  a  royalty  of  not  less  than 
10  percent  to  be  computed  on  the  value 
of  ores  and  concentrates  as  shown  by  re¬ 
duction  returns  after  deducting  freight 
charges  to  the  point  of  sale.  Duplicate 
returns  shall  be  filed  by  the  lessee  with 
the  Superintendent  within  10  days  after 
the  ending  of  the  quarter  or  other  period 
specified  in  the  lease  within  which  such 
returns  are  made:  Provided,  however, 
That  the  lessee  shall  pay  a  royalty  of  not 
less  than  10  percent  of  the  value  of  the 
ore  or  concentrates  sold  at  the  mine  un¬ 
less  otherwise  provided  in  the  lease. 

(c)  For  coal  the  lessee  shall  pay  quar¬ 
terly  or  as  otherwise  provided  in  the 
lease,  a  royalty  of  not  less  than  10  cents 
per  ton  of  2,000  pounds  of  mine  run,  or 
coal  as  taken  from  the  mine,  including 
what  is  commonly  called  “slack.” 

(d)  For  asphaltum  and  allied  sub¬ 
stances  the  lessee  shall  pay  quarterly  or 
as  otherwise  provided  in  the  lease,  a  roy¬ 
alty  of  not  less  than  10  cents  per  ton  of 
2,000  pounds  on  crude  material  or  not 
less  than  60  cents  per  ton  on  refined  sub¬ 
stances. 

(35  Stat.  783  ;  25  U.  S.  C.  396) 

§  195.17  Royalty  rates  for  minerals 
other  than  oil  and  gas.  Unless  other¬ 
wise  authorized  by  the  Commissioner  of 
Indian  Affairs,  the  minimum  rates  for 
minerals  other  than  oil  and  gas  shall  be 
as  follows: 

(a)  For  substances  other  than  gold, 
silver,  copper,  lead,  zinc,  tungsten,  coal, 
asphaltum  and  allied  substances,  oil,  and 
gas,  the  lessee  shall  pay  quarterly  or  as 
otherwise  provided  in  the  lease,  a  royalty 
of  not  less  than  10  percent  of  the  value, 
at  the  nearest  shipping  point,  of  all  ores, 
metals,  or  minerals  marketed. 

(b)  For  gold  and  silver  the  lessee  shall 
pay  quarterly  or  as  otherwise  provided  in 
the  lease,  a  royalty  of  not  less  than  10 
percent  to  be  computed  on  the  value  of 
bullion  as  shown  by  mint  returns  after 
deducting  forwarding  charges  to  the 
point  of  sale;  and  for  copper,  lead,  zinc, 
and  tungsten,  a  royalty  of  not  less  than 
10  percent  to  be  computed  on  the  value 


of  ores  and  concentrates  as  shown  by  re¬ 
duction  returns  after  deducting  freight 
charges  to  the  point  of  sale.  Duplicate 
returns  shall  be  filed  by  the  lessee  with 
the  Superintendent  within  10  days  after 
the  ending  of  the  quarter  or  other  period 
specified  in  the  lease  within  which  such 
returns  are  made:  Provided,  however. 
That  the  lessee  shall  pay  a  royalty  of  not 
less  than  10  percent  of  the  value  of  the 
ore  or  concentrates  sold  at  the  mine  un¬ 
less  otherwise  provided  in  the  lease. 

(c)  For  coal  the  lessee  shall  pay  quar¬ 
terly  or  as  otherwise  provided  in  the 
lease,  a  royalty  of  not  less  than  10  cents 
per  ton  of  2,000  pounds  of  mine  run,  or 
coal  as  taken  from  the  mine,  including 
what  is  commonly  called  “slack.” 

(d)  For  asphaltum  and  allied  sub¬ 
stances  the  lessee  shall  pay  quarterly  or 
as  otherwise  provided  in  the  lease,  a 
royalty  of  not  less  than  10  cents  per  ton 
of  2,000  pounds  on  crude  material  or  not 
less  than  60  cents  per  ton  on  refined 
substances. 

(Sec.  6,  41  Stat.  753;  44  Stat.  659) 

Douglas  McKay, 
Secretary  of  the  Interior. 

November  28,  1955. 

IP.  R.  Doc.  55-9674;  Piled,  Dec.  2,  1955;/ 
8:45  a.  m.) 


TITLE  43— PUBLIC  LANDS: 
INTERIOR 

Chapter  I — Bureau  of  Land  Manage¬ 
ment,  Department  of  the  Interior 

Appendix — Public  Land  Orders 

[Public  Land  Order  1256] 

[Oregon  03141] 

Oregon 

WITHDRAWING  PUBLIC  LANDS  FOR  USE  OF 
DEPARTMENT  OF  THE  ARMY  IN  CONNEC¬ 
TION  WITH  DALLES  DAM  PROJECT 

By  virtue  of  the  authority  vested  in 
the  President  and  pursuant  to  Executive 
Order  No.  10355  of  May  26,  1952,  it  is 
ordered  as  follows: 

Subject  to  valid  existing  rights,  the 
following-described  public  lands  in  Ore¬ 
gon  are  hereby  withdrawn  from  all  forms 
of  appropriation  under  the  public-land 
laws,  including  the  mining  and  the 
mineral-leasing  laws,  and  reserved  for 
use  of  the  Department  of  the  Army  in 
connection  with  The  Dalles  Dam 
Project: 

Willamette  Meridian 

T.  2  N.,  R.  16  E., 

Sec.  7,  lot  1; 

Sec.  9,  that  part  of  lots  1  and  2  lying  north 
of  a  line  described  as  follows:  Beginning 
at  the  point  of  intersection  of  the  west 
line  of  said  lot  2  with  the  south  bound¬ 
ary  of  the  right  of  way  of  the  Oregon- 
Washington  Railroad  and  Navigation 
Company,  said  point  being  1,300  feet 
north  of  the  southwest  corner  of  said 
lot  2;  thence  northeasterly  following 
the  south  boundary  of  said  railroad  right 
of  way  150  feet  to  a  point  that  is  65  feet 
northerly  from  the  center  line  of  the 
Columbia  River  Highway;  thence  north, 
easterly,  parallel  with  and  65  feet  north  - 
erly  from  the  center  line  of  said  high¬ 
way,  180  feet  to  a  point  opposite  En¬ 
gineer's  Station  234+50  of  said  high- 
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way;  thence  S.  10*  53'  E.  25  feet  to  a 
point  that  is  opposite  and  40  feet  north¬ 
westerly  from  Engineer’s  Station  234+50; 
thence  northeasterly,  parallel  with  and 
40  feet  northwesterly  from  the  center 
line  of  said  highway,  965  feet  to  a  point 
on  the  south  boundary  of  the  right  of 
way  of  the  Oregon -Washington  Rail¬ 
road  and  Navigation  Company;  thence 
easterly,  following  the  south  boundary  of 
the  right  of  way  of  said  railroad,  a  dis¬ 
tance  of  1,430  feet,  more  or  less,  to  a 
point  on  the  east  line  of  said  lot  1  from 
which  point  the  quarter  section  comer 
common  to  Sections  9  and  10  in  said 
township  and  range  bears  south  1,867 
feet; 

Sec.  10,  that  part  of  lot  2  lying  north  of 
a  line  described  as  follows:  Beginning 
at  the  point  of  intersection  of  the  west 
line  of  said  lot  2  with  the  south  boundary 
of  the  right  of  way  of  the  Oregon -Wash¬ 
ington  Railroad  and  Navigation  Com¬ 
pany,  said  point  being  1,867  feet  north 
of  the  quarter  section  corner  common  to 
sections  9  and  10  in  said  township  and 
range;  thence  easterly,  following  the 
south  boundary  of  the  right  of  way  of 
said  railroad,  a  distance  of  185  feet,  more 
or  less,  to  a  point  approximately  90  feet 
southerly,  when  measured  radially,  from 
the  center  line  survey  for  the  relocation 
of  the  railroad  of  the  Oregon-Wash- 
ington  Railroad  and  Navigation  Com¬ 
pany;  thence  S.  7*  46'  E.  10  feet,  more 
or  less,  to  a  point  opopsite  and  100  feet 
distant  southerly  from  said  center  line 
at  Engineer ’8  Station  LR  3488  +  18.20 
P.  C.  C.;  thence  S.  42  *  00'  E.  335  feet  to 
a  point  that  is  150  feet  southerly,  when 
measured  at  right  angles,  from  the 
center  line  survey  for  the  relocation  of 
the  Columbia  River  Highway  at  Engi¬ 
neer’s  Station  LH  0+00  P,  S.;  thence 
easterly,  from  a  tangent  which  bears 
S.  88*  59'  13"  E.,  concentric  with  and 
160  feet  southerly  from  the  center  line 
of  said  highway,  said  center  line  being 
an  increasing  Standard  Highway  spiral 
to  the  left  (Sr-0.4),  a  distance  of  382.37 
feet  through  an  angle  of  2*  48'  48"  to 
a  point  opposite  Engineers’  Station  LH 
3  +  75.00  P.  S.  C.;  thence  easterly,  con¬ 
centric  with  and  150  feet  southerly 
from  said  highway  center  line  survey, 
on  a  curve  to  the  left  having  a  radius 
of  3,819.72  feet  a  distance  of  600  feet 
more  or  less,  to  a  point  on  the  east  line 
of  said  lot  2  from  which  point  the  south¬ 
east  corner  of  said  lot  2  bears  south 
453  feet  more  or  less; 

Sec.  18,  that  part  of  lots  4  and  5  described 
as  follows :  Beginning  at  a  point  that  is 
200  feet  southeasterly,  when  measured 
at  right  angles,  from  the  center  line 
survey  for  the  relocation  of  the  Colum¬ 
bia  River  Highway  at  Engineer’s  Station 
LH:  1966+62.82  P.  T.,  from  which 
point  a  mound  of  stones  in  fence  cor¬ 
ner  marking  the  quarter  section  corner 
common  to  Sections  17  and  18  in  said 
township  and  range  bears  N.  70°  35' 
35"  E.  a  distance  of  5,043.03  feet; 
thence  N.  40°  07'  57"  W.  50  feet  to  a 
point  opposite  and  150  feet  distant 
southeasterly  from  Station  LH-  1966+ 
62.82  P.  T.;  thence  southwesterly,  from 
a  tangent  which  bears  S.  49°  52'  03"  W., 
concentric  with  and  150  feet  southeast¬ 
erly  from  the  center  line  survey,  said 
center  line  being  an  increasing  Stand¬ 
ard  Highway  spiral  to  the  left  (a-0.2), 
a  distance  of  248.36  feet  through  an 
angle  of  0°  37'  30"  to  a  point  opposite 
Station  LH7  1964  +  12.82  P.  C.  S.; 
thence  southwesterly  concentric  with 
and  150  feet  southeasterly  from  the  said 
center  line  survey,  on  a  curve  to  the 
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left  having  a  radius  of  11,309.16  feet, 
a  distance  of  1,100  feet  more  or  less,  to 
a  point  on  the  west  line  of  said  lot  5; 
thence  northerly  on  the  said  west  line 
a  distance  of  615  feet,  more  or  less,  to 
a  point  on  the  line  of  ordinary  high 
water  on  the  left  bank  of  the  Columbia 
River;  thence  northeasterly  along  the 
line  of  ordinary  high  water  on  the  said 
left  bank  a  distance  of  2,350  feet,  more 
or  less,  to  a  point  on  the  east  line  of 
said  lot  4;  thence  southerly  on  the 
said  east  line  a  distance  of  560  feet,  more 
or  less,  to  a  point  on  a  line  which  bears 
N.  49°  52'  03"  E.  from  the  point  of 
beginning;  thence  S.  49°  52'  03"  W., 
parallel  with  and  200  feet  southeasterly 
from  the  center  line  survey  for  the  relo¬ 
cation  of  the  Columbia  River  Highway, 
a  distance  of  978  feet,  more  or  less,  to 
the  point  of  beginning. 

The  tracts  described  contain  55.37 
acres. 

This  order  shall  take  precedence  over 
but  not  otherwise  affect  the  withdrawal 
for  power  purposes  made  by  Power  Site 
Classification  No.  378  of  February  10, 
1948. 

Wesley  A.  D’Ewart, 

Assistant  Secretary  of  the  Interior. 

November  28,  1955. 

[P.  R.  Doc.  55-9675;  Filed.  Dec.  2,  1955; 

8:45  a.  m.] 


[Public  Land  Order  1257] 

[New  Mexico  020780] 

New  Mexico 

WITHDRAWING  RESERVED  MINERALS  IN 
PATENTED  LANDS  WITHIN  SANDIA  BASE  OF 
THE  DEPARTMENT  OF  THE  ARMY 

By  virtue  of  the  authority  vested  in  the 
President  and  pursuant  to  Executive 
Order  No.  10355  of  May  26,  1952,  it  is 
ordered  as  follows: 

Subject  to  valid  existing  rights,  the 
minerals  reserved  to  the  United  States 
in  patented  lands  in  the  following-de¬ 
scribed  areas  within  the  Sandia  Base 
of  the  Department  of  the  Army  in  New 
Mexico  are  hereby  withdrawn  from  dis¬ 
position  under  the  mining  and  mineral¬ 
leasing  laws; 

New  Mexico  Principal  Mbudian 

T.  9  N.,  R.  3  E., 

Secs.  1  and  12; 

Sec.  13.  Ni/2NVi. 

T.  9  N„  R.  4  E., 

Secs.  1  to  32,  inclusive; 

Sec.  33,  Sy2Ni/2.  S»/2; 

Secs.  34,  35,  and  36. 

T.  10  N.,  R.  4  E., 
sec.  29,  sy2sy2Ny2.  sy2; 
sec.  30,  sy2sy2NW»4,  svi; 

Sec.  31,  Ey2,  NWvi; 

Sec.  32,  all,  except  3.67  acres  in  the 
NE  Vi  NTS  lA  SE  *4  comprising  water  reser¬ 
voir  of  the  City  of  Albuquerque. 

The  areas  described  aggregate  ap¬ 
proximately  26,201.65  acres. 

Wesley  A.  D’Ewart, 
Assistant  Secretary  of  the  Interior. 

November  29,  1955. 

[F.  R.  Doc.  55-9676;  Filed,  Dec.  2,  1955; 
8:45  a.  m.] 


[Public  Land  Order  1258] 
Montana 

reservation  of  lands  for  use  of  forest 

SERVICE  AS  ADMINISTRATIVE  SITE 

By  virtue  of  the  authority  vested  in  the 
President  by  the  act  of  June  4,  1897  (3o 
Stat.  34,  36;  16  U.  S.  C.  473)  and  other- 
wise,  and  pursuant  to  Executive  Order 
No.  10355  of  May  26,  1$52,  it  is  ordered  as 
follows: 

Subject  to  valid  existing  rights,  the 
following-described  public  lands  are 
hereby  withdrawn  from  all  forms  of 
appropriation  under  the  public-land 
laws,  including  the  mining  and  mineral¬ 
leasing  laws,  except  for  oil  and  gas,  pro¬ 
vided  that  no  part  of  the  surface  of  the 
lands  shall  be  used  in  connection  with 
prospecting,  mining,  and  removal  of  the 
oil  and  gas,  and  reserved  for  use  of  the 
Forest  Service,  Department  of  Agricul¬ 
ture,  as  the  Sheep  Creek  Administrative 
Site: 

Montana  Principal  Meridian 
T  15  S  R  10  W 

Sec.  9,  NE%SE»4NW%.  WViSE^NWft, 

w  y2  se  y4  se  y4  n  w  y4 ,  NEy4swy4. 

The  areas  described  aggregate  75 
acres. 

Wesley  A.  D’Ewart, 

Assistant  Secretary  of  the  Interior. 

November  29,  1955. 

[F.  R.  Doc.  55-9677;  Filed,  Dec.  2,  1955; 
8:45  a.  m.] 


TITLE  49— -TRANSPORTATION 

Chapter  I — Interstate  Commerce 
Commission 

Subchapter  C — Carriers  by  Wat«r 

[Ex  Parte  No.  152] 

Part  315 — Exemption  of  Contract 
Carrier  Operations 

CHARTERING  OF  VESSELS  TO  UNITED  STATES 

At  a  session  of  the  Interstate  Com¬ 
merce  Commission,  Division  4,  held  at  its 
office  in  Washington,  D.  C.,  on  the  18th 
day  of  November  A.  D.  1955. 

It  appearing  that  by  order  of  April  17, 
1942,  49  CFR  315.3,  under  section  302 
(e)  of  the  Interstate  Commerce  Act,  the 
Commission,  Division  4  upon  represen¬ 
tations  made  to  it  by  the  Administrator 
of  the  then  War  Shipping  Administra¬ 
tion,  exempted  persons  engaged  in  the 
chartering  of  vessels  to  the  United  States 
Government  or  any  department  or 
agency  thereof  for  use  by  the  Govern¬ 
ment  in  the  transportation  of  its  own 
property  in  interstate  or  foreign  com¬ 
merce,  from  the  requirements  of  part 
III  of  the  act  until  further  order  of  the 
Commission ; 

It  further  appearing  that  by  order  of 
May  18,  1955,  the  said  division  reopened 
the  proceeding  for  further  consideration 
and  invited  any  interested  party  to  file 
with  the  Commission  a  memorandum  or 
brief  containing  its  views  on  the'question 
whether  or  not  the  exemption  heretofore 
issued  should  be  revoked,  and  whether  a 
hearing  with  respect  thereto  is  desired; 


Saturday ,  December  3,  1955 

It  further  appearing  that  memoranda 
and  briefs  have  been  filed  by  Pacific 
American  Steamship  Association  on  be¬ 
half  of  certain  intercoastal  carriers, 
members  thereof,  by  American  Merchant 
Marine  Institute,  Inc.,  an  association 
representing  the  owners  of  a  majority  of 
the  privately  owned  ocean-going  steam¬ 
ship  vessels  operated  under  the  Ameri¬ 
can  Flag,  by  Luckenbach  Steamship 
Company,  Inc.,  and  Pope  &  Talbot,  Inc., 
intercoastal  water  carriers  and  by  the 
United  States  Maritime  Administration; 

And  it  further  appearing  that  upon 
consideration  of  the  record  in  this  pro¬ 
ceeding,  and  of  statements  of  fact  and 
contentions  advanced  in  the  memoranda 
and  briefs  filed  by  the  parties,  the  ap¬ 
plication  of  the  second  sentence  of  sec¬ 
tion  302  (e)  of  the  act  to  persons  en¬ 
gaged  in  furnishing  for  compensation 
(under  charter,  lease,  or  other  agree¬ 
ment)  vessels  to  the  United  States  Gov¬ 
ernment,  or  departments  or  agencies 
thereof,  for  use  by  said  government  in 
the  transportation  of  its  own  property, 
is  necessary  in  order  to  effectuate  the 
national  transportation  policy  as  de¬ 
clared  in  the  act;  and  that  the  exemp¬ 
tion  provided  by  the  regulations  em¬ 
braced  in  said  order  of  April  17,  1942, 
should  be  revoked  and  set  aside;  and 
good  cause  appearing  therefor: 

It  is  ordered,  That: 

Section  315.3  Chartering  of  vessels  to 
the  United  States  be,  and  it  is  hereby 
revoked  and  set  aside.  (Issued  under 
authority  of  section  302  (e),  54  Stat.  L. 
932,  49  U.  S.  C.  903.) 

It  is  further  ordered,  That  this  order 
shall  take  effect  on  March  6,  1956. 

And  it  is  further  ordered.  That  copy 
of  this  order  be  served  on  the  following ; 

Chief  of  Naval  Operations, 

Military  Sea  Transport  Service, 

Department  of  Defense, 

Washington,  D.  C. 

Maritime  Administration, 

Department  of  Commerce, 

Washington,  D.  C. 

and  that  notice  of  this  order  be  given 
to  the  public  by  posting  copies  thereof 
in  the  office  of  the  Secretary  of  the 
Interstate  Commerce  Commission, 
Washington,  D.  C.,  and  by  filing  with  the 
Division  of  the  Federal  Register. 

(54  Stat.  933;  49  U.  S.  C.  904.  Interprets  or 
applies  54  Stat.  931,  as  amended;  49  U.  S.  C. 
903) 

\  By  the  Commission,  Division  4. 

[seal]  Harold  D.  McCoy, 

Secretary, 

[P.  E.  Doc.  55-9688;  Piled,  Dec.  2,  1955; 

8:47  a.  m.] 


Subchapter  D— - Freight  Forwarders 

[Ex  Parte  No.  159] 

Part  405 — Surety  Bonds  and  Policies 
of  Insurance 

miscellaneous  amendments 

In  the  matter  of  security  for  protection 
of  the  public  as  provided  in  part  IV  of 
the  Interstate  Commerce  Act,  and  of 
rules  and  regulations  governing  filing  and 
approval  of  surety  bonds,  policies  of  in- 
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surance,  qualifications  as  a  self-insurer, 
or  other  securities  and  agreements  by 
freight  forwarders  subject  to  part  IV  of 
the  act. 

■  At  a  session  of  the  Interstate  Com¬ 
merce  Commission,  Division  1,  held  at  its 
office  in  Washington,  D.  C.,  on  the  14th 
day  of  November  A.  D.  1955. 

The  matter  of  revision  of  certain  sec¬ 
tions  contained  in  our  rules  and  regula¬ 
tions  governing  the  filing  and  approval 
of  surety  bonds,  policies  of  insurance, 
qualifications  as  a  self-insurer,  or  other 
securities  and  agreements  prescribed 
pursuant  to  sections  403  (c)  and  (d)  of 
the  Interstate  Commerce  Act  (49  CFR 
Part  405)  being  under  consideration,  and 

It  appearing  that  a  notice,  dated  Au¬ 
gust  24,  1955,  to  the  effect  that  certain 
revisions  of  the.  said  rules  and  regula¬ 
tions  were  to  be  given  consideration,  was 
published  in  the  Federal  Register  on 
September  9, 1955  (20  F.  R.  6661) ,  pursu¬ 
ant  to  the  provisions  of  section  4  of  the 
Administrative  Procedure  Act;  and  that, 
no  written  arguments,  opinions  or  state¬ 
ments  of  facts  concerning  the  matter 
having  been  submitted,  and  no  oral  hear¬ 
ing  being  deemed  necessary,  revision  of 
the  said  rules  and  regulations  and  of  cer¬ 
tain  forms  prescribed  pursuant  thereto  is 
deemed  justified  and  necessary; 

It  is  ordered.  That  the  titles  and  texts 
of  §§  405.8  (b-1),  405.8  (f)  and  405.10  (c) 
be,  and  the  same  are  hereby,  deleted  in 
their  entirety. 

It  is  further  ordered.  That  §  405.6  In¬ 
surance  Companies  (b)  Financial  Re¬ 
sources  be  amended  by  inserting  the 
words  “and  surety”  following  the  second 
word,  “insurance”,  therein. 

It  is  further  ordered,  That  §§  405.2, 
405.4,  405.6  (a) ,  405.8,  (except  for  note  at 
end) ,  405.9  and  405.10  be  revised  so  as  to 
read  as  follows: 

§  405.2-  General  requirements — (a) 
Cargo.  No  freight  forwarder  shall  en¬ 
gage  or  continue  in  service  subject  to 
part  IV  of  the  Interstate  Commerce  Act 
unless  and  until  there  shall  have  been 
filed  with  and  accepted  by  the  Commis¬ 
sion  a  surety  bond,  certificate  of  insur¬ 
ance,  qualifications  as  a  self-insurer  or 
other  securities  or  agreements,  in  the 
amounts  hereinafter  prescribed,  for  loss 
of  or  damage  to  property  with  respect 
to  which  said  freight  forwarder  performs 
service  subject  to  part  IV  of  the  Act. 

(b)  Public  liability  and  property 
damage.  No  freight  forwarder  shall  en¬ 
gage  or  continue  in  the  performance  of 
transfer,  collection  and  delivery  service 
subject  to  part  IV  of  the  Interstate  Com¬ 
merce  Act  unless  and  until  there  shall 
have  been  filed  with  and  accepted  by  the  • 
Commission  a  surety  bond,  certificate  of 
insurance,  qualifications  as  a  self-in¬ 
surer,  or  other  securities  or  agreements, 
in  the  amounts  hereinafter  prescribed, 
conditioned  to  pay  any  final  judgment 
recovered  against  such  freight  forwarder 
on  account  of  bodily  injuries  to  or  death 
•of  any  person,  or  loss  of  or  damage  to 
property,  except  property  referred  to  in 
paragraph  (a)  of  this  section,  resulting 
from  the  negligent  operation,  mainte¬ 
nance,  or  use  of  motor  vehicles  operated 
by  or  under  its  direction  and  control  in 
the  performance  of  transfer,  collection 
or  delivery  service. 
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5  405.4.  Surety  bonds — (a)  Surety 
companies.  Each  surety  bond  filed  with 
the  Commission  shall  be  for  the  full 
limits  of  liability  provided  in  §  405.3. 
Only  corporations  or  companies  ap-  / 
proved  by  the  Commission  may  qualify 
to  act  as  surety. 

•  §  405.6  Insurance  and  surety  com¬ 
panies — (a)  State  authority  and  desig¬ 
nation  of  agent.  No  certificate  of  insur¬ 
ance  or  surety  bond  will  be  accepted  by 
the  Commission  under  the  rules  and  reg¬ 
ulations  in  this  part  unless  written  or 
issued  by  an  insurance  or  surety  com¬ 
pany  legally  authorized  to  issue  policies 
of  the  type  indicated  by  such  certificate, 
or  surety  bonds,  as  the  case  may  be,  in 
each  state  in  which  the  freight  for¬ 
warder  is  authorized  to  perform  service 
under  part  IV  of  the  Interstate  Com¬ 
merce  Act,  and  such  company  fully  com¬ 
plies  with  paragraph  (b)  of  this  section: 
Provided,  however.  That  in  lieu  of  the 
licensing  requirement  with  respect  to  any 
state  except  that  in  which  the  freight 
forwarder  has  its  principal  place  of  busi¬ 
ness  or  domicile,  the  insurance  or  surety 
company  may  file  with  the  Commission 
a  designation  in  writing  of  the  name  and 
post  office  address  of  a  person  in  each 
state  upon  whom  process  issued  by  or 
under  the  authority  of  any  court  having 
jurisdiction  of  the  subject  matter  may  be 
served  in  any  proceeding  at  law  or  equity 
brought  against  such  company.  Such 
designation  may  from  time  to  time  be 
changed  by  like  designation  similarly 
filed,  but  shall  be  maintained  during  the 
effectiveness  of  any  certificate  of  insur¬ 
ance  or  surety  bond  issued  by  the  com¬ 
pany,  and  thereafter  with  respect  to  any 
claims  arising  during  the  effectiveness  of 
such  certificate  or  bond. 

§  405.8  Forms  and  procedure — (a) 
Forms.  Endorsements  for  policies  of 
insurance,  surety  bonds,  certificates  of 
insurance,  applications  to  qualify  as  a 
self-insurer  or  for  approval  of  other 
securities  or  agreements,  notices  of  can¬ 
cellation  and  notices  to  rescind  cancella¬ 
tion  or  reinstate  policies  of  insurance 
and  surety  bonds  must  be  in  accordance 
with  any  forms  prescribed  and  approved 
by  the  Commission. 

Cross  reference:  For  list  of  forms  pre¬ 
scribed,  see  note  following  this  section. 

(b)  Procedure.  Certificates  of  insur¬ 
ance,  surety  bonds,  notices  of  cancella¬ 
tion  and  notices  to  rescind  cancellation 
or  reinstate  policies  of  insurance  or 
surety  bonds  must  be  filed  with  the  Com¬ 
mission  in  triplicate. 

(c)  Names.  Certificates  of  insurance 
and  surety  bonds  shall  be  issued  in  the 
full  and  correct  name,  including  the 
trade  name,  if  any,  of  the  individual, 
partnership,  corporation,  or  other  person 
to  whom  or  which  the  permit  under  part 
IV  of  the  Interstate  Commerce  Act  is 
issued  or  is  to  be  issued.  In  the  case  of 
a  partnership  all  partners  shall  be 
named. 

(d)  Cancellation.  Certificates  of  in- 
surai&e,  surety  bonds  and  other  securi¬ 
ties  and  agreements  shall  not  be 
canceled  or  withdrawn  until  after  30 
days’  notice  in  writing  has  first  been 
given  by  the  insurance  company  or  com¬ 
panies,  surety  cr  sureties,  freight  for- 
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warder,  or  other  party  thereto,  as  the 
case  may  be,  to  the  Commission  at  its 
office  in  Washington,  D.  C.,  which  period 
of  30  days  shall  commence  to  run  from 
the  date  such  notice  is  actually  received 
at  the  office  of  the  Commission.  How¬ 
ever,  such  certificates  of  insurance, 
surety  bonds  and  other  securities  and 
agreements  may  be  canceled  prior  to  the 
expiration  of  the  said  30  days  if,  on  or 
before  the  date  notice  of  cancellation  is 
received,  a  replacement  filing  acceptable 
to  the  Commission  shall  have  been  re¬ 
ceived,  such  replacement  being  effective 
on  or  before  the  effective  date  of  such 
cancellation.  No  cancellation  may  be¬ 
come  effective  before  the  date  of  receipt 
of  such  notice  by  the  Commission. 

(e)  Rescinder  and  reinstatement. 
Surety  bonds,  certificates  of  insurance, 
and  other  securities  and  agreements  on 
file  with  the  Commission  which  have 
been  canceled  may  be  reinstated  or  a 
notice  of  cancellation  may  be  rescinded 
by  filing  with  the  Commission  a  form 
prescribed  for  that  purpose. 

§  405.9  Acceptance  and  revocation  by 
Commission.  The  Commission  may  at 
any  time  refuse  to  accept  or  may  revoke 
its  acceptance  of  any  surety  bond,  cer¬ 
tificate  of  insurance,  qualifications  as  a 
self-insurer  or  other  securities  or  agree¬ 
ments  if,  in  its  judgment,  such  security 
does  not  comply  with  these  rules  or,  for 
any  reason,  fails  to  provide  satisfactory 
or  adequate  protection  for  the  public. 

§  405.10  Fiduciaries — (a)  Interpreta¬ 
tions.  The  terms  "insured”  and  “prin¬ 
cipal”  as  used  in  certificates  of  insur¬ 


ance,  surety  bonds,  notices  of  cancella¬ 
tion,  and  notices  to  rescind  cancellation 
or  reinstate  policies  of  insurance  and 
surety  bonds  filed  by  or  on  behalf  of 
freight  forwarders  under  these  rules 
shall  be  construed  to  include  not  only 
the  freight  forwarder  named  in  such 
certificate,  bond  or  notice,  but  also  the 
fiduciary  of  such  freight  forwarder.  The 
coverage  of  fiduciaries  herein  provided 
for  shall  attach  at  the  moment  of  suc¬ 
cession  of  such  fiduciaries. 

(b)  Span  of  security  coverage.  The 
coverage  furnished  under  the  provisions 
of  this  rule  on  behalf  of  a  fiduciary  shall 
not  apply  subsequent  to  the  effective  date 
of  other  insurance,  or  other  security, 
filed  with  and  accepted  by  the  Com¬ 
mission  in  behalf  of  such  fiduciary. 
After  the  coverage  provided  in  this  rule 
shall  have  been  in  effect  30  days,  it  may 
be  canceled  or  withdrawn  within  the 
succeeding  period  of  30  days  by  the 
insurer,  the  insured,  the  surety,  or  the 
principal  upon  10  days’  notice  in  writing 
to  the  Commission  at  its  office  in  Wash¬ 
ington,  D.  C.,  which  period  of  10  days 
shall  commence  to  run  from  the  date 
such  notice  is  actually  received  by  the 
Commission.  After  such  coverage  has 
been  in  effect  for  a  total  of  60  days,  it 
may  be  canceled  or  withdrawn  only  in 
accordance  with  §  405.8  (d). 

It  is  further  ordered.  That,  the  list  of 
prescribed  forms  appearing  in  the  edi¬ 
torial  note  to  §  405.8  be  amended  by 
deleting  therefrom  the  following: 

PP  35-B.  Notice  Reinstating  Freight  For¬ 
warder  Policy  of  Insurance; 


FF  44.  Notice  Reinstating  Freight  For¬ 
warder  Surety  Bond; 

and  by  substituting  in  lieu  of  FF  35-A 
and  FF  36-A  the  following : 

FF  35-A  (Revised). 'Notice  to  Rescind  Can¬ 
cellation  or  Reinstate  Freight  Forwarder 
Policy  of  Insurance; 

FF  36-A  (Revised).  Notice  to  Rescind  Can¬ 
cellation  or  Reinstate  Freight  Forwarder 
Surety  Bond; 

and  also  that  the  orders  of  the  Commis¬ 
sion  dated  December  7,  1944,  and  June 
5,  1951,  be  vacated  insofar  as  they  apply 
to  the  approval  and  use  of  Forms  FF 
35-B  and  FF  44;  and  that  Forms  FF 
35-A  (Revised)  and  FF  36-A  (Revised), 
copies  of  which  are  attached  hereto1 
and  made  a  part  hereof,  be  and  they  are 
hereby  adopted  and  prescribed  for  ap¬ 
propriate  use  by  or  in  behalf  of  freight 
forwarders  subject  to  part  IV  of  the  act; 

And  it  is  further  ordered,  That  this 
order  shall  be  effective  December  31, 
1955,  and  shall  continue  in  effect  until 
the  further  order  of  the  Commission. 

Notice  of  this  order  shall  be  given  to 
the  general  public  by  depositing  a  copy 
thereof  in  the  office  of  the  Secretary  of 
the  Commission,  Washington,  D.  C.,  and 
by  filing  a  copy  with  the  Director,  Divi¬ 
sion  of  the  Federal  Register. 

(56  stat.  285;  49  U.  S  C.  1003) 

By  the  Commission,  Division  1. 

[seal]  Harold  D.  McCoy, 

Secretary. 

[F.  R.  Doc.  55-9689;  Filed,  Dec.  2,  1955; 
8:47  a.  m.] 
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DEPARTMENT  OF  AGRICULTURE 

Agricultural  Marketing  Service 
[  7  CFR  Part  55  1 

Grading  and  Inspection  of  Egg  Products 

NOTICE  OF  PROPOSED  RULE  MAKING 

Notice  is  hereby  given  that  the  United 
States  Department  of  Agriculture  is  con¬ 
sidering  the  issuance  of  an  amendment 
to  the  regulations  governing  the  grading 
and  inspection  of  egg  products  (7  CFR 
Part  55) ,  issued  pursuant  to  the  author¬ 
ity  contained  in  the  Agricultural  Mar¬ 
keting  Act  of  1946  (60  Stat.  1087;  7 
U.  S.  C.  1621  et  seq.).  The  proposed 
amendment  will  implement  Public  Law 
272,  84th  Congress,  1st  Session,  approved 
August  9,  1955,  amending  the  aforesaid 
act,  by  designating  the  certificates, 
memoranda,  marks  and  other  identifi¬ 
cations  and  devices  for  making  such 
marks  or  identifications,  with  respect  to 
inspection,  class,  grade,  quality,  size,  or 
condition,  that  are  official  for  the  pur¬ 
poses  of  said  act.  The  proposal  also 
makes  a  minor  change  in  the  sanitary 
requirements  dealing  with  the  proce¬ 
dures  for  washing  eggs  prior  to  breaking. 

All  persons  who  desire  to  submit  writ¬ 
ten  data,  views,  or  arguments  in  connec¬ 
tion  with  this  amendment  should  file 


the  same  in  triplicate  with  the  Chief  of 
the  Standardization  and  Marketing 
Practices  Branch,  Poultry  Division, 
Agricultural  Marketing  Service,  United 
States  Department  of  Agriculture,  Room 
2095,  South  Building,  Washington  25, 
D.  C.,  not  later  than  10  days  after  pub¬ 
lication  hereof  in  the  Federal  Register. 

The  proposed  amendment  is  as 
follows: 

1.  Delete  paragraph  (q)  of  §  55.2 
Terms  defined. 

2.  Add  a  new  §  55.2a,  to  read  as 
follows: 

§  55.2a  Designation  of  official  certifi¬ 
cates,  memoranda,  marks,  other  identifi¬ 
cations,  and  devices  for  purposes  of  the 
Agricultural  Marketing  Act.  Subsection 
203  (h)  of  the  Agricultural  Marketing 
Act  of  1946,  as  amended  by  Public  Law 
272,  84th  Congress,  provides  criminal 
penalties  for  various  specified  offenses 
relating  to  official  certificates,  memo¬ 
randa,  marks  or  other  identifications, 
and  devices  for  making  such  marks  or 
identifications,  issued  or  authorized 
under  section  203  of  the  said  act,  and 
certain  misrepresentations  concerning 
the  inspection  or  grading  of  agricultural 
products  under  said  section.  For  the 
purposes  of  said  subsection  and  the  pro¬ 
visions  in  this  part,  the  terms  listed 


below  shall  have  the  respective  mean¬ 
ings  specified: 

(a)  "Official  certificate”  means  any 
form  of  certification,  either  written  or 
printed,  used  under  this  part  to  certify 
with  respect  to  the  inspection,  class, 
grade,  quality,  size,  quantity,  or  condi¬ 
tion  of  products  (including  the  compli¬ 
ance  of  products  with  applicable 
specifications). 

(b)  “Official  memorandum”  means 
any  initial  record  of  findings  made  by 
an  authorized  person  in  the  process  of 
grading,  inspecting,  or  sampling  pursu¬ 
ant  to  this  part,  any  processing  or  plant- 
operation  report  made  by  an  authorized 
person  in  connection  with  grading,  in¬ 
specting,  or  sampling  under  this  part, 
and  any  report  made  by  an  authorized 
person  of  services  performed  pursuant 
to  this  part. 

(c)  “Official  mark”  means  the  grade 
mark,  inspection  mark,  combined  form 
of  inspection  and  grade  mark,  and  any 
other  mark,  or  any  variations  in  such 
marks,  approved  by  the  Administrator 
and  authorized  to  be  affixed  to  any  prod¬ 
uct,  or  affixed  to  or  printed  on  the  pack¬ 
aging  material  of  any  product,  stating 
that  the  product  was  graded  or  inspected 
or  both,  or  indicating  the  appropriate 


1  Filed  as  part  of  original  document. 
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U  s.  grade  or  condition  of  the  product, 
or  for  the  purpose  of  maintaining  the 
identity  of  products  graded  or  inspected 
or  both  under  this  part,  including  but 
not  limited  to  those  set  forth  in 
§§  55.36  through  55.38. 

(d)  “Official  identification”  means  any 
United  States  (U.  S.)  standard  designa¬ 
tion  of  class,  grade,  quality,  size,  quan¬ 
tity,  or  condition  specified  in  this  part 
or  any  symbol,  stamp,  label,  or  seal  in¬ 
dicating  that  the  product  has  been  offi¬ 
cially  graded  or  inspected  and/or  indi¬ 
cating  the  class,  grade,  quality,  size, 
quantity,  or  condition  of  the  product 
approved  by  the  Administrator  and  au¬ 
thorized  to  be  affixed  to  any  product,  or 
affixed  to  or  printed  on  the  packaging 
material  of  any  product. 

(e)  “Official  device”  means  a  stamp¬ 
ing  appliance,  branding  device,  stencil, 
printed  label,  or  any  other  mechanically 
or  manually  operated  tool  that  is  ap¬ 
proved  by  the  Administrator  for  the  pur¬ 
pose  of  applying  any  official  mark  or 
other  identification  to  any  product  or 
the  packaging  material  thereof. 

3.  Change  the  first  sentence  of  para¬ 
graph  (a)  of  §  55.30  Denial  of  service, 
to  read  as  follows:  “(a)  The  following 
acts  or  practices  and  those  set  forth  in 
§  55.2a,  or  the  causing  thereof,  may  be 
deemed  sufficient  cause  for  the  debar¬ 
ment,  by  the  Administrator,  of  any  per¬ 
son,  including  any  agents,  officers,  sub¬ 
sidiaries,  or  affiliates  of  such  person 
from  any  or  all  benefits  of  the  act  for  a 
specified  period,  after  notice  and  oppor¬ 
tunity  for  hearing  has  been  accorded 
him:” 

‘4.  Add  the  words  “or  the  act”  at  the 
end  of  the  first  sentence  of  paragraph 
(a)  (3)  of  §  55.30  Denial  of  service. 

5.  Change  paragraph  (b)  of  §  55.81 
Egg  washing  operations,  to  read  as  fol¬ 
lows: 

(b)  Shell  eggs  with  adhering  dirt 
shall  be  washed,  rinsed  with  a  water 
spray  and  dried.  Such  eggs  may  be  im¬ 
mersed  in  or  sprayed  with  a  bactericidal 
solution  immediately  following  the  water 
rinse  and  thereafter  dried  prior  to 
breaking:  Provided,  That,  if  other  than 
hypochlorites  are  used  for  the  bacteri¬ 
cidal  treatment,  the  eggs  shall  again  be 
rinsed  prior  to  drying  and  breaking. 

(60  Stat.  1087;  7  U.  S.  C.  1621  et  seq.) 

Issued  at  Washington,  D.  C.,  this  30th 
day  of  November  1955. 

[seal]  Roy  W.  Lennartson, 
Deputy  Administrator, 
Agricultural  Marketing  Service. 

IP.  R.  Doc.  55-9699;  Piled,  Dec.  2,  1955; 

8:47  a.  m.] 


[  7  CFR  Part  56  1 

Grading  and  Inspection  of  Shell  Eggs 
and  United  States  Standards,  Grades 
and  Weight  Classes  for  Shell  Eggs 

NOTICE  OF  PROPOSED  RULE  MAKING 

Notice  Is  hereby  given  that  the  United 
States  Department  of  Agriculture  is  con¬ 
sidering  the  issuance  of  an  amendment 


to  the  regulations  governing  the  grading 
and  inspection  of  shell  eggs  and  United 
States  standards,  grades  and  weight 
classes  for  shell  eggs  (7  CFR  Part  56) 
issued  pursuant  to  the  authority  con¬ 
tained  in  the  Agricultural  Marketing 
Act  of  1946  (60  Stat  1087;  7  U.  S.  C.  1621 
et  seq.).  The  proposed  amendment  will 
implement  Public  Law  272,  84th  Con¬ 
gress,  1st  Session,  approved  August  9, 
1955,  amending  the  aforesaid  act  by 
designating  the  certificates,  memoranda, 
marks  and  other  identifications,  and  de¬ 
vices  for  making  such  marks  or  identi¬ 
fications,  with  respect  to  inspection,  class, 
grade,  quality,  size,  or  condition,  that  are 
official  for  the  purposes  of  said  act.  The 
proposal  also  includes  minor  changes 
with  respect  to  the  information  which  is 
required  in  the  grade  mark,  and  changes 
the  language  in  the  U.  S.  wholesale  grades 
for  shell  eggs  in  the  interest  of  clarity. 

All  persons  who  desire  to  submit  writ¬ 
ten  data,  views  or  arguments  in  connec¬ 
tion  with  this  amendment  should  file 
the  same  in  triplicate  with  the  Chief 
of  the  Standardization  and  Marketing 
Practices  Branch,  Poultry  Division,  Ag¬ 
ricultural  Marketing  Service,  United 
States  Department  of  Agriculture,  Room 
2095,  South  Building,  Washington  25, 
D.  C.,  not  later  than  ten  days  after  pub¬ 
lication  hereof  in  the  Federal  Register. 
The  proposed  amendment  is  as  follows: 

1.  Delete  paragraph  (p)  of  §56.2  Terms 
defined. 

2.  Add  a  new  §  56.2a,  to  read  as 
follows: 

§  56.2a  Designation  of  official  certifi¬ 
cates,  memoranda,  marks,  other  identifi¬ 
cations  and  devices  for  purposes  of  the 
Agricultural  Marketing  Act.  Subsection 
203  (h)  of  the  Agricultural  Marketing 
Act  of  1946,  as  amended  by  Public  Law 
272,  84th  Congress,  provides  criminal 
penalties  for  various  specified  offenses 
relating  to  official  certificates,  memo¬ 
randa,  marks  or  other  identifications, 
and  devices  for  making  such  marks  or 
identifications,  issued  or  authorized 
under  section  203  of  said  act,  and  cer¬ 
tain  misrepresentations  concerning  the 
inspection  or  grading  of  agricultural 
products  under  said  section.  For  the 
purposes  of  said  subsection  and  the  pro¬ 
visions  in  this  part,  the  terms  listed  in 
this  section  shall  have  the  respective 
meanings  specified: 

(a)  “Official  certificate”  means  any 
form  of  certification,  either  written  or 
printed,  used  under  this  part  to  certify 
with  respect  to  the  inspection,  class, 
grade,  quality,  size,  quantity,  or  condi¬ 
tion  of  products  (including  the  com¬ 
pliance  of  products  with  applicable 
specifications) . 

(b)  “Official  memorandum”  means 
any  initial  record  of  findings  made  by  an 
authorized  person  in  the  process  of  grad¬ 
ing,  inspecting,  or  sampling  pursuant  to 
this  part,  any  processing  or  plant-opera¬ 
tion  report  made  by  an  authorized  per¬ 
son  in  connection  with  grading,  inspect¬ 
ing,  or  sampling  under  this  part,  and  any 
report  made  by  an  authorized  person  of 
services  performed  pursuant  to  this  part. 

(c)  “Official  mark”  means  the  grade 
mark,  inspection  mark,  combined  form 
of  inspection  and  grade  mark,  and  any 
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other  mark,  or  any  variations  in  such 
marks,  approved  by  the  Administrator 
and  authorized  to  be  affixed  to  any  prod¬ 
uct,  or  affixed  to  or  printed  on  the  pack¬ 
aging  material  of  any  product,  stating 
that  the  product  was  graded  or  inspected 
or  both,  or  indicating  the  appropriate 
U.  S.  grade  or  condition  of  the  product, 
or  for  the  purpose  of  maintaining  the 
identity  of  products  graded  or  inspected 
or  both  under  this  part,  including  but  not 
limited  to,  those  set  forth  in  §  56.38. 

(d)  “Official  identification”  means 
any  United  States  (U.  S.)  standard  des¬ 
ignation  of  class,  grade,  quality,  size, 
quantity,  or  condition  specified  in  this 
part  or  any  symbol,  stamp,  label,  or  seal 
indicating  that  the  product  has  been  offi¬ 
cially  graded  or  inspected  and/or  indi¬ 
cating  the  class,  grade,  quality,  size, 
quantity,  or  condition  of  the  product  ap¬ 
proved  by  the  Administrator  and  author¬ 
ized  to  be  affixed  to  any  product,  or 
affixed  to  or  printed  on  the  packaging 
material  of  any  product. 

(e)  “Official  device”  means  a  stamp-, 
ing  appliance,  branding  device,  stencil, 
printed  label,  or  any  other  mechanically 
or  manually  operated  tool  that  is  ap¬ 
proved  by  the  Administrator  for  the  pur¬ 
pose  of  applying  any  official  mark  or 
other  identification  to  any  product  or 
the  packaging  material  thereof. 

3.  Change  the  first  sentence  of  para¬ 
graph  (a)  in  §‘56.31  Denial  of  service,  to 
read  as  follows:  “The  following  acts  or 
practices  and  those  set  forth  in  §  56.2a 
or  the  causing  thereof,  may  be  deemed 
sufficient  cause  for  the  debarment,  by 
the  Administrator,  of  any  person,  includ¬ 
ing  any  agents,  officers,  subsidiaries,  or 
affiliates  of  such  person  from  any  or  all 
benefits  of  the  act  for  a  specified  period 
after  notice  and  opportunity  for  hearing 
has  been  accorded  him:” 

4.  Add  the  words  “or  the  act”  at  the 
end  of  the  first  sentence  of  paragraph 
(a)  (3)  of  §  56.31  Denial  of  service. 

5.  Change  §  56.38  Form  of  grade  mark, 
with  the  exception  of  Figures  1  and  2,  to 
read  as  follows: 

§  56.38  Form  of  grade  mark.  The 
grade  mark  permitted  to  be  used  to 
officially  identify  cartons  containing  one 
dozen  shell  eggs,  which  are  graded  pur¬ 
suant  to  the  regulations  in  this  part, 
shall  be  contained  in  a  shield  of  the 
form  and  design  indicated  in  examples 
in  Figures  1  and  2  of  this  section.  The 
information  (including  the  form  and  ar¬ 
rangement  of  its  wording)  which  is  to 
be  included  in  such  marks  shall  be:  (1) 
The  letters  “U.  S.  D.  A.”;  (2)  the  U.  S. 
grade,  such  as,  “U.  S.  A  Grade”;  (3)  one' 
of  the  following  phrases :  “Graded  Under 
Federal-State  Supervision”,  “Graded 
Under  U.  S.  and  State  Supervision”,  or  a 
term  of  similar  import,  and  (4)  the  size 
or  weight  class  of  the  product,  such  as, 
“Large”:  Provided,  That,  the  size  may 
be  omitted  from  the  grade  mark  if  it 
appears  prominently  on  the  main  panel 
of  the  carton.  The  grade  mark  shall  be 
printed  on  the  carton  or  on  a  label  used 
to  seal  the  carton.  When  the  size  or 
weight  class  is  included  as  a  part  of  the 
grade  mark  the  form  of  such  mark  shall 
be  as  indicated  in  Figure  1  of  this  section 
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and  when  the  size  or  weight  class  desig¬ 
nation  is  not  included  in  the  grade  mark 
the  form  of  the  grade  mark  shall  be  as 
indicated  in  Figure  2  of  this  section. 
The  grade  mark  shall  also  include  the 
plant  number  of  the  official  plant  where 
the  product  was  packed  if  the  appro¬ 
priate  plant  number  does  not  appear 
elsewhere  on  the  packaging  material. 

In  addition,  the  date  the  eggs  were 
graded  shall  be  stamped  either  on  the 
grade  mark  used  to  seal  the  carton  or 
applied  in  a  legible  manner  elsewhere  on 
the  carton.  Such  date  of  grading  shall 
be  expressed  as  the  month  and  day  or 
as  the  consecutive  day  of  the  year.  The 
grade  mark  shall  be  not  less  than  1  Vs 
inches  in  height  and  should  not  exceed 
1%  inches  in  height.  The  size  of  the 
letters  designating  the  grade  shall  be  not 
less  than  %  inch  in  height.  The  size 
of  the  print  and  the  arrangement  of  the 
other  information  within  the  shield  shall 
be  in  approximately  the  same  propor¬ 
tion  as  shown  in  the  examples  in  Figures 
1  and  2  of  this  section. 

6.  Change  §  56.226  Grades,  to  read  as 
follows : 

§  56.226  Grades,  (a)  “U.  S.  Specials 

_ %  AA  Quality”  shall  consist  of 

eggs  of  which  at  least  20  percent  are  AA 
Quality;  and  the  actual  percentage  of 
AA  Quality  eggs  shall  be  stated  in  the 
grade  name.  Within  the  maximum  of 
80  percent  which  may  be  below  AA 
Quality,  not  more  than  7.5  percent  may 
be  B  Quality,  C  Quality,  Dirties  or  Checks 
in  any  combination  and  not  more  than 
2.0  percent  may  be  Loss. 

(b)  “U.  S.  Extras  __%  A  Quality”  shall 
consist  of  eggs  of  which  at  least  20  per¬ 
cent  are  not  less  than  A  Quality;  and  the 
actual  total  percentage  of  A  Quality  and 
better  quality  eggs  shall  be  stated  in  the 
grade  name.  Within  the  maximum  of 
80  percent  which  may  be  below  A  Qual¬ 
ity,  not  more  than  11.7  percent  may  be 
C  Quality,  Dirties,  or  Checks  in  any  com¬ 
bination,  and  not  more  than  3.0  percent 
may  be  Loss. 

(c)  ‘‘U.  S.  Standards  B  Quality” 
shall  consist  of  eggs  of  which  at  least  20 
percent  are  not  less  than  B  Quality;  and 
the  actual  total  percentage  of  B  Quality 
and  better  quality  eggs  shall  be  stated  in 
the  grade  name.  Within  the  maximum 
of  80  percent  which  may  be  below  B 
Quality,  r  ot  more  than  11.7  percent  may 
be  Dirties  or  Checks  in  any  combination, 
and  not  more  than  4  percent  may  be  Loss. 

(d)  ”U.  S.  Trades  __%  C  Quality” 
shall  consist  of  eggs  of  which  at  least 
83.3  percent  are  not  less  than  C  Quality; 
and  the  actual  total  percentage  of  C 
Quality  and  better  quality  eggs  shall  be 
stated  in  the  grade  name.  Within  the 
maximum  of  16.7  percent  which  may  be 
below  C  Quality  not  more  than  11.7  per¬ 
cent  may  be  Dirties  or  Checks  in  any 
combination  and  not  more  than  5  per¬ 
cent  may  be  Loss. 

(e)  “U.  S.  Dirties”  shall  consist  of  eggs 
that  are  Dirty  and  shall  contain  not 
more  than  11.7  percent  Checks  and  not 
more  than  5  percent  Loss. 

(f )  ‘‘U.  3.  Checks”  shall  consist  of  eggs 
that  are  (Checks  and  shall  contain  not 
more  than  5  percent  Loss. 


(g)  “No  grade”  means  eggs  of  possible 
edible  quality  that  fail  to  meet  the  re¬ 
quirements  of  an  official  U.  S.  Grade  or 
that  have  been  contaminated  by  smoke, 
chemicals,  or  other  foreign  material  that 
has  seriously  affected  the  character,  ap¬ 
pearance,  or  flavor  of  the  eggs. 


(60  Stat.  1067;  7  U.  S.  C.  1621  et  seq.) 

Issued  at  Washington,  D.  C.,  this  30th 
day  of  November  1955. 

[seal]  Roy  W.  Lennartson, 

Deputy  Administrator, 
Agricultural  Marketing  Service. 

[P.  R.  Doc.  55-9700;  Piled,  Dec.  2,  1955; 
8:47  a.  m.] 


FEDERAL  COMMUNICATIONS 
COMMISSION 
[  47  CFR  Part  161 

[Docket  No.  11549;  FCC  55-1146] 

Land  Transportation  Radio  Services 

NOTICE  OF  PROPOSED  RULE  MAKING 

In  the  matter  of  amendment  to  part 
16  of  the  Commission’s  rules  and  regu¬ 
lations  to  effectuate  the  Commission’s 
CONFIX  iRAD  Plan  for  the  Land  Trans¬ 
portation  Radio  Services. 

1.  The  Commission  has  before  it  the 
approved  CONELRAD  Plan  for  the  Land 
Transportation  Radio  Services.  This 
plan  was  developed  in  cooperation  with 
licensees,  the  Department  of  Defense 
and  the  Office  of  Defense  Mobilization 
and  representatives  of  government  and 
industry  concerned.  In  order  to  put  this 
plan  into  effect  it  is  necessary  to  modify 
Part  16  of  the  Commission’s  rules  and 
regulations  as  set  forth  below. 

2.  These  proposed  amendments  are 
promulgated  by  authority  of  sections 
303  (r)  and  606  (c)  of  the  Communica¬ 
tions  Act  of  1934  as  amended  and  Ex¬ 
ecutive  Order  No.  10312  signed  by  the 
President  December  10,  1951. 

3.  Any  interested  party  who  is  of  the 
opinion  that  the  proposed  amendment 
should  not  be  adopted  or  should  not  be 
adopted  in  the  form  set  forth  herein 
may  file  on  or  before  December  30,  1955, 
a  written  statement  or  brief  setting 
forth  his  comments.  Comments  in  sup- 


7.  Change  §  56.227  Summary  of  grades, 
to  read  as  follows: 

§  56.227  Summary  of  grades,  a 
summary  of  the  United  States  Wholesale 
Grades  for  Shell  Eggs  follows  as  Table  I  - 
of  this  section: 


port  of  the  proposed  amendment  may 
also  be  filed  on  or  before  the  same  date. 
Comments  or  briefs  in  reply  to  the  orig¬ 
inal  comments  may  be  filed  within  one 
week  from  the  last  day  for  filing  said 
original  comments  or  briefs.  No  addi¬ 
tional  comments  may  be  filed  unless  (1) 
specifically  requested  by  the  Commission, 
or  (2)  good  cause  for  the  filing  of  such 
additional  comments  is  established. 
The  Commission  will  consider  all  such 
comments  that  are  submitted  before 
taking  action  in  this  matter,  and,  if  any 
comments  appear  to  warrant  the  hold¬ 
ing  of  a  hearing  or  oral  argument,  a 
notice  of  the  time  and  place  of  such 
hearing  or  oral  argument  will  be  given. 

4.  In  accordance  with  the  provisions 
of  §  1.764  of  the  Commission’s  rules  and 
regulations,  an  original  and  14  copies 
of  all  statements,  briefs,  or  comments 
shall  be  furnished  the  Commission. 

Adopted:  November  23,  1955. 

Released:  November  28,  1955. 

Federal  Communications 
Commission, 

[seal]  Mary  Jane  Morris, 

Secretary. 

It  is  proposed  to  amend  Part  16  of  the 
Commission’s  rules  by  adding  the  follow¬ 
ing  new  subpart. 

SUBPART  L - CONELRAD 

§  16.601  Scope  and  objective,  (a) 
This  subpart  applies  to  all  radio  stations 
in  the  Land  Transportation  Radio  Serv¬ 
ices  located  within  the  Continental 
United  States,  and  is  for  the  purpose  of 
providing  for  the  alerting  and  operation 
of  radio  stations  in  these  services  during 
periods  of  air  attack  or  imminent  threat 
thereof. 

(b)  The  objective  of  these  CONELRAD 
rules  is  to  minimize  the  navigational  aid 
that  an  enemy  might  obtain  from  the 
electromagnetic  radiations  from  radio 
stations  in  the  Land  Transportation 
Radio  Services,  while  simultaneously  pro- 


Table  I— Summary  or  United  States  Wholesale  Grades  For  Shell  Eoqs 


Wholesale  grade  desig¬ 
nation 

Minimum  percentage  of  eggs  of  specific  quali¬ 
ties  required  * 

Maximum  tolerance  permitted  (lot  aveage) 

AA 

Qual¬ 

ity 

A  Qual¬ 
ity  or 
better 

B  Qual¬ 
ity  or 
better 

C  Quality  or 
better 

B  Qual¬ 
ity,  c 
Quality, 
Dirties, 
and 
Checks 

C  Qual¬ 
ity,  Dir¬ 
ties,  and 
Checks 

Dirties 

and 

Checks 

Checks 

Lo« 

U.  8.  Specials.. %  A  A 
Quality. 1 

U.  8.  Extras.. %  A 
Quality  > . 

20 

Balance. 

20 . 

None  per 
V 

Balance. 

20 . 

mltted  except  for 
olerances. 

None  permitted 
except  for  tol¬ 
erances. 

Balance.... _ 

Percent 

7.5 

Percent 

Percent 

Percent 

Per¬ 

cent 

11.7 

/ 

11.7 

11.7 

U.  8.  Standards  ..%  B 
Quality.  * 

U.  8.  Trades  ..%  C 
Quality.  > 

U.  S.  Dirties  ..  %..... 

83.3 . 

11.7 

U.  8.  Checks _ 1 . 

*  Substitution  of  eggs  possessing  higher  qualities  for  those  possessing  lower  specified  qualities  is  permitted. 

*  The  actual  total  percentage  must  be  stated  in  the  grade  name. 
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viding  for  a  continued  radio  service  un¬ 
der  controlled  conditions  when  such 
operation  is  essential  to  the  public 
welfare. 

§  16.602  Alerting,  (a)  All  radio  sta¬ 
tions  in  the  Land  Transportation  Radio 
Services  licensed  by  the  Federal  Commu¬ 
nications  Commission  are  responsible 
for  making  provisions  to  receive  the 
CONELRAD  Radio  Alert  and  the 
CONELRAD  Radio  All  Clear.  (As  used 
herein  the  term  “licensed  by”  includes 
every  form  of  authority  issued  by  FCC 
pursuant  to  which  a  radio  station  may 
be  operated,  including  construction  per¬ 
mits,  station  licenses,  temporary  au¬ 
thorizations,  etc.) . 

(b)  The  CONELRAD  Radio  Alert  will 
be  initiated  by  the  Commanding  Offi¬ 
cer  of  the  Air  Division  (Defense)  or 
higher  military  authority. 

(c)  A  Land  Transportation  mobile 
radio  system,  including  fixed  stations 
associated  therewith,  and  fixed  service 
systems  where  applicable,  may,  if  de¬ 
sired,  be  alerted  at  a  single  point,  nor¬ 
mally  the  control  point  or  the  control 
center  of  the  system.  The  control  point 
thus  receiving  the  Radio  Alert  will  be  re¬ 
sponsible  for  the  dissemination  of  the 
CONELRAD  Radio  Alert  to  all  stations 
integrated  into  the  single  radio  system 
and  insuring  that  all  associated  stations 
execute  CONELRAD  requirements  imme¬ 
diately. 

(d)  The  provision  of  an  adequate  re¬ 
ceiver  to  monitor  a  standard,  FM  or  TV 
broadcast  station,  either  by  aural  or  by 
automatic  means,  during  the  hours  of 
service  of  the  radio  station  in  the  Land 
Transportation  Radio  Service,  will  be 
considered  compliance  with  the  require¬ 
ments  of  paragraph  (a)  of  this  section. 
Other  means  of  receiving  the  CONEL¬ 
RAD  Radio  Alert  may  be  authorized  by 
the  Federal  Communications  Commission 
in  special  cases. 

(e)  Base,  fixed  or  mobile  stations  in 
the  Land  Transportation  Radio  Services 
•not  directly  receiving  the  CONELRAD 
Radio  Alert  must  use  caution  in  return¬ 
ing  to  the  air  after  an  “out  of  service” 
•period,  to  insure  that  a  CONELRAD  Ra¬ 
dio  Alert  is  not  in  progress  before  making 
any  transmissions. 

Note:  Every  standard,  FM  and  TV  broad¬ 
cast  station  will  be  notified  of  the  Radio 
Alert  by  telephone  calls  or  by  radio  broad¬ 
casts.  Immediately  upon  receipt  of  the  Radio 
Alert,  each  standard,  FM  and  TV  broadcast 
station  will  proceed  as  follows  on  its  nor¬ 
mally  assigned  frequency: 

(1)  Discontinue  the  normal  program  In 
progress. 

(2)  Cut  the  transmitter  carrier  for  ap¬ 
proximately  five  seconds.  (Sound  carrier 
only  for  TV  stations.) 

(3)  Return  the  carrier  to  the  air  for  ap¬ 
proximately  five  seconds. 

(4)  Cut  the  transmitter  carrier  for  ap¬ 
proximately  five  seconds. 

(5)  Return  carrier  to  the  air. 

(6)  Broadcast  1,000  cycle  (approximately) 
steady  state  tone  for  fifteen  seconds. 

(7)  Broadcast  the  CONELRAD  Radio  Alert 
message  as  follows:  “We  interrupt  our  nor¬ 


mal  program  to  cooperate  In  security  and 
Civil  Defense  measures  as  requested  by  the 
United  States  Government.  This  is  a  CON¬ 
ELRAD  Radio  Alert.  Normal  broadcasting 
will  now  be  discontinued  for  an  indefinite 
period.  CivU  Defense  information  wUl  be 
broadcast  in  most  areas  at  640  and  1240  on 
your  regular  radio  receiver.” 

(8)  The  CONELRAD  Radio  Alert  message 
will  then  be  repeated. 

§  16.603  Operation  during  a  CONEL¬ 
RAD  Radio  Alert,  (a)  Radio  stations 
in  the  Land  Transportation  Radio  Serv¬ 
ices,  upon  receipt  of  a  CONELRAD 
Radio  Alert,  will  interrupt  any  .commu¬ 
nications  in  progress,  may  make  a  brief 
announcement,  leave  the  air  and  main¬ 
tain  radio  silence  for  the  duration  of  the 
Radio  Alert,  except  for  limited  trans¬ 
missions  handled  in  accordance  with  the 
following  restrictions  unless  otherwise 
ordered  by  the  Federal  Communications 
Commission: 

(1)  No  transmissions  shall  be  made 
unless  they  are  of  extreme .  emergency 
affecting  the  national  safety  or  the  safety 
of  people  and  property. 

(2)  All  transmissions  shall  be  as  short 
as  possible  and  the  stations’  carrier  shall 
be  removed  from  the  air  during  periods 
of  no  message  transmission. 

(3)  No  station  identification  shall  be 
given  either  by  announcement  of  regu¬ 
larly  assigned  call  signals  or  by  an¬ 
nouncement  of  geographical  location. 
If  identification  is  necessary  to  carry 
on  a  specially  authorized  service,  the  use 
of  tactical  calls  or  codes  will  be  author¬ 
ized. 

§  16.604  Special  conditions.  Certain 
radio  stations  or  systems,  licensed  in  the 
Land  Transportation  Radio  Services, 
may  be  specially  authorized  by  the  Fed¬ 
eral  Communications  Commission  to  op¬ 
erate  in  a  manner  not  provided  in  these 
rules,  if  such  operation  is  essential  to  the 
public  welfare. 

§  16.605  Radio  all  clear.  The  Radio 
All  Clear  will  be  initiated  only  by  the 
Air  Division  (Defense)  Commander  or 
higher  military  authority  and  will  be  dis¬ 
seminated  over  the  same  channels  as  the 
CONELRAD  Radio  Alert.  Broadcast 
stations  will  transmit  the  CONELRAD 
“All  Clear”  message  on  normally  as¬ 
signed  frequencies  as  follows: 

“CONELRAD  Radio  All  Clear,  Resume 
normal  operation. 

I  repeat — 

“CONELRAD  Radio  All  Clear.  Resume 
normal  operation.” 

Radio  stations  and  systems  licensed  In 
the  Land  Transportation  Radio  Services 
may  resume  normal  operations  when  the 
Radio  All  Clear  message  is  received,  un¬ 
less  otherwise  restricted  by  order  of  the 
Federal  Communications  Commission. 

§  16.606  Tests.  Tests  of  the  CONEL¬ 
RAD  alerting  and  operating  systems  of 
the  Land  Transportation  Radio  Services 
may  be  conducted  at  appropriate  inter¬ 
vals.  Reports  of  the  results  of  such  tests 
may  be  required  in  a  form  to  be  pre¬ 
scribed  by  the  Commission. 


§  16.607  Log  entries.  Appropriate 
entries  of  all  CONELRAD  tests,  drills 
and  operations  shall  be  made  in  the 
station  log. 

[F.  R.  Doc.  55-9681;  Filed.  Dec.  2,  1955; 
8:46  a.  m.] 


[47  CFR  Part  18  1 

l  Docket  No.  114421 

Industrial,  Scientific  and  Medical 
Service 

ACCEPTANCE  PROCEDURE  FOR  INDUSTRIAL 
•  HEATING  EQUIPMENT 

In  the  matter  of  amendment  of  Part 
18  to  establish  a  type  acceptance  proce¬ 
dure  for  industrial  heating  equipment 
and  in  general  to  reorganize  the  regula¬ 
tions  applicable  to  industrial  heating 
equipment. 

The  Commission  having  under  con¬ 
sideration  a  Notice  of  Proposed  Rule 
Making  in  the  above -entitled  matter 
adopted  on  July  6,  1955,  providing  that 
written  comments  in  connection  there¬ 
with  be  filed  by  interested  parties  on  or 
before  August  15,  1955;  and 

It  appearing  that  as  a  result  of  a  peti¬ 
tion  filed  by  Westinghouse  Electric  Cor¬ 
poration  the  time  for  filing  comments 
was  extended  to  November  15, 1955;  and 

It  further  appearing  that  the  Commis¬ 
sion,  having  received  several  requests 
for  additional  time  within  which  to  sub- 
mitcomments  to  Item  6  of  the  Appendix 
to  'the  above-entitled  proposed  rule 
making,  issued  an  order  on  November  4, 
1955,  extending  the  date  for  filing  com¬ 
ments  with  respect  to  this  item  from 
November  15,  1955,  to  May  15,  1956;  and 

It  further  appearing  that  the  General 
Electric  Company  has  submitted  a  peti¬ 
tion  requesting  that  the  time  for  filing 
replies  to  the  comments  which  were 
submitted  on  or  before  November  15, 
1955,  in  the  above-entitled  proceeding  be 
extended  from  November  30,  1955,  to 
December  10, 1955.  The  General  Electric 
Company  stated  that  it  would  be  unable 
to  secure  adequate  review  of  the  com¬ 
ments  filed  in  opposition  to  the  Commis¬ 
sion’s  proposal  and  prepare  a  considered 
reply  in  the  time  allotted;  and 

It  further  appearing  that  the  public 
interest  would  be  served  by  granting  the 
additional  time  requested  by  the  peti¬ 
tioner; 

It  is  ordered.  This  29th  day  of  Novem¬ 
ber  1955  that  the  General  Electric  Com¬ 
pany  petition  is  granted  and  the  date 
for  filing  replies  to  the  comments  with 
respect  to  Items  1-5  of  the  Appendix  of 
the  above-entitled  proposed  rule  making 
is  hereby  extended  to  December  10,  1955. 

Released:  November  29,  1955. 

Federal  Communications 
Commission, 

[seal!  Mary  Jane  Morris, 

*  Secretary. 

[F.  R.  Doc.  65-9712;  Filed,  Dec.  2,  1955; 
8:49  a.  m.] 
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DEPARTMENT  OF  THE  INTERIOR 

Bureau  of  Reclamation 

(No.  571 

Klamath  Project,  Oregon  and  Cali¬ 
fornia  Tule  Lake  Division,  Parts 

1  and  2 

NOTICE  EXTENDING  DEVELOPMENT  PERIOD 

AND  THE  DATE  FOR  PAYMENT  OF  CERTAIN 

CHARGES 

November  28, 1955. 

In  connection  with  this  Public  Notice, 
the  following  should  be  noted: 

A.  Since  the  issuance  on  August  25, 
1955,  of  Public  Notice  No.  56,  Tule  Lake 
Division,  Part  1,  the  negotiation  of  a 
joint  liability  repayment  contract  with 
the  Tule  Lake  Irrigation  District  which 
District  includes  most  of  the  entered  and 
unentered  public  lands  of  the  Tule  Lake 
Division,  has  been  intensified  and 
brought  to  a  successful  conclusion.  The 
proposed,  contract  will  supersede  and 
take  the  place  of  the  individual  water 
right  contracts  referred  to  in  Public 
Notice  No.  56. 

B.  The  Secretary  of  the  Interior  on 
November  9,  1955,  approved  as  to  form 
a  draft  of  repayment  contract  (Draft 
10/17/55;  Rev.  W.  O.  11/4/55)  proposed 
to  be  entered  into  with  the  Tule  Lake 
Irrigation  District. 

C.  The  Board  of  Directors  of  the  Tule 
Lake  Irrigation  District  has  approved 
the  form  of  the  proposed  contract  re¬ 
ferred  to  in  B  above,  and  has  indicated 
that  it  will  submit  the  contract  for  ap¬ 
proval  of  the  District  landowners  at  an 
election  to  be  held  for  that  purpose  in 
the  immediate  future  and  further  will 
urge  the  Ditrict  landowners  to  vote 
favorably  on  the  contract. 

D.  Before  the  proposed  contract  can 
be  executed  on  behalf  of  the  District, 
the  landowners  must  vote  favorably  on 
the  contract  and,  pursuant  to  California 
law,  certain  other  legal  processes  must 
be  completed.  Before  the  contract  can 
be  executed  on  behalf  of  the  United 
States,  the  contract  must  be  submitted 
to  the  Congress  for  legislative  approval 
pursuant  to  Section  7  of  the  Reclamation 
Project  Act  of  1939. 

E.  Inasmuch  sis  District  Board  action 
approving  the  form  of  the  proposed  con¬ 
tract  has  greatly  enhanced  the  possi¬ 
bility  of  there  being  a  valid  executed  re¬ 
payment  contract  with  the  Tule  Lake 
Irrigation  District  before  the  end  of  the 
1956  irrigation  season  and  in  order  to 
permit  adequate  time  to  complete  the 
actions  prerequisite  to  obtaining  such 
an  executed  contract,  and  to  provide  a 
basis  for  the  continuance  of  water  de¬ 
liveries  to  certain  lands  of  the  Tule  Lake 
Division,  it  is  desirable  that  Public  No¬ 
tices  Nos.  55  and  56  be  amended  by  the 
issuance  of  the  Public  Notice  which 
follows: 

1.  Public  Notice  No.  56,  dated  August 
25,  1955,  establishes  a  date  of  December 
1,  1955,  for  the  payment  of  certain  con¬ 


struction  charges.  The  date  for  the 
initial  installment  due  under  this  Notice 
is  advanced  from  December  1,  1955,  to 
December  1, 1956,  and  all  other  dates  are 
accordingly  advanced  1  year. 

2.  The  development  period  established 
for  certain  lands  of  Tule  Lake  Division, 
Parts  1  and  2  in  Public  Notice  No.  55, 
which  is  to  expire  on  December  31,  1955, 
is  hereby  extended  to  November  30, 1956. 

[seal]  Fred  G.  Aandahl, 

Assistant  Secretary  of  the  Interior. 

[F.  R.  Doc.  55-9679;  Filed,  Dec.  2.  1955; 

8:45  a.  m.] 


Office  of  the  Secretary 

[Order  No.  2583,  Amdt.  13] 

Lands  and  Resources:  Bureau  of 
Land  Management 

DELEGATION  OF  AUTHORITY 

November  28, 1955. 

Order  No.  2583,  as  amended  (15  P.  R. 
5643,  6997;  16  P.  R.  6805;  17  P.  R.  7513, 
10486;  18  P.  R.  161,  3446,  5715;  19  F.  R. 
1021,  1937,  2555,  5919,  and  6126),  is  fur¬ 
ther  amended  as  follows: 

1.  Section  2.13  is  amended  to  read: 

Sec.  2.13  Roads.  Matters  involving 
the  acquisition  of  rights-of-way  and 
roads  under  the  Act  of  July  26,  1955  (69 
Stat.  374),  including  purchases  after 
clearance  with  the  Department  of  Jus¬ 
tice  but  not  including  recommendations 
to  the  Attorney  General  for  condemna¬ 
tion  proceedings;  also  the  approval  of 
projects  for  the  construction  of  roads  to 
provide  access  to  the  timber  on  public 
lands  subject  to  that  act. 

2.  Section  2.45  is  amended  to  read : 

Sec.  2.45  Mining  claims.  Claims  pur¬ 
suant  to  the  General  Mining  Laws  and 
laws  supplemental  thereto,  and  43  CFR 
Parts  69, 185,  and  186. 

3.  Paragraph  (a)  of  section  2.72  is 
amended  to  read: 

Sec.  2.72  Rights-of-way.  (a)  Right- 
of-way  permits  and  easements  over  pub¬ 
lic  and  acquired  lands,  including  re¬ 
vested  Oregon  and  California  Railroad 
and  reconveyed  Coos  Bay  Wagon  Road 
grant  lands  in  Oregon,  and  over  reserva¬ 
tions  other  than  Indian  reservations, 
when  authorized  by  law,  and  rights-of- 
way  over  the  Outer  Continental  Shelf 
pursuant  to  43  CFR  Part  202.  However, 
only  the  Secretary  of  the  Interior  may 
issue  an  order,  pursuant  to  43  CFR 
244.9  (m),  requiring  the  discontinuance, 
without  liability  or  expense  to  the 
United  States,  of  the  use  of  a  right-of- 
way  for  the  purpose  granted. 

,  [seal]  Douglas  McKay, 

Secretary  of  the  Interior. 

[F.  R.  Doc.  55-9680;  Filed.  Dec.  2,  1955: 

8:45  a.  m.] 


[1375265] 

Colorado,  Wyoming,  Utah 

MODIFYING  DEPARTMENTAL  ORDERS  OF  MAT 

29,  1930,  WHICH  CONSTRUED  OIL  SHALE 

WITHDRAWALS  MADE  BY  EXECUTIVE  ORDER 

NO.  5327  OF  APRIL  15,  1930 

The  three  orders  of  the  Secretary  of 
the  Interior  dated  May  29,  1930,  con¬ 
struing  Executive  Order  No.  5327  of  April 
15,  1930,  entitled  “Withdrawal  of  Public 
Oil  Shale  Deposits  and  Lands  Containing 
Same  for  Classification”,  in  part  to 
apply  to  all  lands  which  were  indicated 
upon  maps  of  the  States  of  Colorado, 
Utah,  and  Wyoming,  as  oil  shale  lands, 
upon  the  margin  of  which  maps  the  said 
orders  were  endorsed,  are  hereby  modi¬ 
fied  to  the  extent  necessary  to  provide 
that  a  classification  by  the  Geological 
Survey,  heretofore  or  hereafter  made,  of 
any  of  the  lands  delineated  upon  the 
maps,  as  being  in  fact  non-oil  shale  in 
character,  shall  constitute  an  amend¬ 
ment,  as  of  the  date  of  the  classification, 
of  the  order  or  orders  of  May  29,  1930, 
and  an  exclusion  of  the  lands  from  the 
area  or  areas  delineated  upon  such  maps. 

[seal!  Douglas  McKay, 

Secretary  of  the  Interior. 

November  28,  1955. 

[F.  R.  Doc.  55-9678;  Filed,  Dec.  2,  1955; 

8:45  a.  m.j 

DEPARTMENT  OF  AGRICULTURE 

Office  of  the  Secretary 

Transfer  of  Certain  Functions  Among 
Departmental  Agencies 

Pursuant  to  the  authority  contained 
in  section  161,  Revised  Statutes  (5  U.  S.  C. 
22)  and  Reorganization  Plan  No.  2  of 
1953,  sections  200,  300,  and  400  of  the 
Secretary’s  order  of  December  24,  1953 
(19  F.  R.  74),  are  amended  and  supple¬ 
mented  (1)  to  assign  to  the  Agricultural 
Research  Service  the  use,  administration 
and  disposition  under  Title  III  of  the 
Bankhead-Jones  Farm  Tenant  Act  (7 
U.  S.  C.  1010-1012)  and  the  related  pro¬ 
visions  of  Title  IV  thereof  of  lands  here¬ 
tofore  transferred  or  hereafter  trans¬ 
ferred  with  the  approval  of  the  Assistant 
Secretary;  (2)  to  except  the  administra¬ 
tion  of  the  Brooksville  Nursery  in  Her¬ 
nando  County,  Florida,  from  the  Title 

III  functions  assigned  to  the  Soil  Con¬ 
servation  Service;  and  (3)  to  exclude 
the  administration  of  the  Title  III  lands 
heretofore  or  hereafter  transferred  to 
the  Agricultural  Research  Service  from 
the  functions  assigned  to  the  Forest 
Service,  and  to  read  as  follows: 

1.  Sec.  200.  Assignment  of  functions. 

*  *  * 

1.  The  use,  administration  and  dispo¬ 
sition  under  Title  III  of  the  Bankhead- 
Jones  Farm  Tenant  Act  (7  U.  S.  C.  1010- 
1012)  and  the  related  provisions  of  Title 

IV  thereof  of  lands  which  have  hereto¬ 
fore  been  transferred  or  which  here¬ 
after  may  be  transferred  by  agreement 
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between  the  interested  agencies  with 
the  approval  of  the  Assistant  Secretary. 

2.  Sec.  300.  Assignment  of  junctions. 

*  •  * 

h.  The  use,  administration  and  dis¬ 
position  under  Title  III  of  the  Bank- 
head-Jones  Farm  Tenant  Act  (7  U.  S.  C. 
1010-1012),  of  lands  under  the  admin¬ 
istration  of  this  Department  including 
the  custodianship  of  lands  under  lease  to 
States  and  local  agencies,  except  as 
otherwise  assigned  in  9  AR  200-1  and 
400-e. 

3.  Sec.  400.  Assignment  of  functions. 

*  *  * 

e.  The  use,  administration  and  dispo¬ 
sition  under  Title  in  of  the  Bankhead- 
Jones  Farm  Tenant  Act  (7  U.  S.  C.  1010- 
1012)  and  the  related  provisions  of 
Title  IV  thereof  of  the  nursery  projects 
designated  and  described  in  Executive 
Order  No.  10516  of  January  26,  1954 
(19  F.  R.  467). 

Done  at  Washington,  D.  C.,  this  29th 
day  of  November  1955. 

[seal]  E.  L.  Peterson, 

Assistant  Secretary  of  Agriculture. 

[P.  R.  Doc.  55-9741;  Filed,  Dec.  2,  1955; 

8:50  a.  m.] 

DEPARTMENT  OF  COMMERCE 

Office  of  the  Secretary 

Edward  Abbott 

REPORT  OF  APPOINTMENT  AND  STATEMENT  OF 
FINANCIAL  INTERESTS 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  Edward  Abbott. 

2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 

3.  Date  of  appointment:  November  18, 
1955. 

4.  Title  of  position:  Consultant. 

5.  Name  of  private  employer:  Abbotts 
Dairies,  Inc.,  Philadelphia,  Pa. 

[seal]  Carlton  Hayward, 

Director  of  Personnel. 

Statement  of  Financial  Interests 

6.  Names  of — 

a.  Any  corporations  of  which  the  ap¬ 
pointee  is  an  officer  or  director  or  within 
60  days  preceding  appointment  has  been 
an  officer  or  director,  or  in  which  the 
appointee  owns  or  within  60  days  pre¬ 
ceding  appointmnet  has  owned  any 
stocks,  bonds,  or  other  financial  inter¬ 
ests; 

b.  Any  partnerships  in  which  the  ap¬ 
pointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned,  any  sim¬ 
ilar  interest. 

A.  Abbotts  Dairies,  Inc.;  Bank  deposits. 

Dated:  November  18,  1955. 

Edward  Abbott. 

.  [P.  R.  Doc.  55-9713;  Filed,  Dec.  1,  1955; 

1:00  p.  m.J 


Frank  R.  Bailey 

REPORT  OF  APPOINTMENT  AND  STATEMENT  OF 
FINANCIAL  INTERESTS 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  Rank  R. 
Bailey. 

2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration, 

3.  Date  of  appointment:  March  30, 
1954  (December  3,  1951,  Assistant  Chief, 
Nickel  Section). 

4.  Title  of  position:  Advisor,  Nickel. 

5.  Name  of  private  employer:  Inter¬ 
national  Nickel  Co.,  67  Wall  Street,  New 
York,  N.  Y. 

[seal]  Carlton  Hayward, 

Director  of  Personnel. 

Statement  of  Financial  Interests 

6.  Names  of — 

a.  Any  corporations  of  which  the  ap¬ 
pointee  is  an  officer  or  director  or  within 
60  days  preceding  appointment  has  been 
an  officer  or  director,  or  in  which  the 
appointee  owns  or  within  60  days  pre¬ 
ceding  appointment  has  owned  any 
stocks,  bonds,  or  other  financial  in¬ 
terests; 

b.  Any  partnerships  in  which  the 
appointee  is,  or  within  60  days  preced¬ 
ing  appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned,  any 
similar  interest. 

6.  a.  International  Nickel  Co.;  Banks- 
Mlller  Supply  Co.,  Huntington,  W.  Va.;  Bank 
deposits. 

Dated:  November  16,  1955. 

*  Frank  R.  Bailey. 

[F.  R.  Doc.  55-9714;  Filed,  Dec.  1,  1955; 

1:00  p.  m.] 


.  Robert  W.  Clark 

REPORT  OF  APPOINTMENT  AND  STATEMENT  OF 
FINANCIAL  INTERESTS 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  Robert  W. 
Clark. 

2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 

3.  Date  of  appointment:  May  26,  1955, 
Consultant;  June  27,  1955,  Deputy  Direc¬ 
tor,  Scientific,  Motion  Picture  &  Photo¬ 
graphic  Products  Division. 

4.  Title  of  position. 

5.  Name  of  private  employer:  Powers 
Regulator  Company. 

• 

[seal!  Carlton  Hayward, 

Director  of  Personnel. 


Statement  of  Financial  Interests 

6.  Names  of — 

a.  Any  corporations  of  which  the  ap¬ 
pointee  is  an  officer  or  director  or  within 
60  days  preceding  appointment  has  been 
an  officer  or  director,  or  in  which  the 
appointee  owns  or  within  60  days  pre¬ 
ceding  appointment  has  owned  any 
stocks,  bonds,  or  other  financial 
interests; 

b.  Any  partnerships  in  which  the  ap¬ 
pointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 

appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned,  any 
similar  interest.  *  • 

Powers  Regulator  Company;  Bank  deposits; 
Building  and  Loan  Association  deposits. 

Dated;  November  16,  1955. 

Robert  Warren  Clark. 

[F.  R.  Doc.  55-9715;  Filed,  Dec.  1,  1955; 

1:00  p.  m.] 


John  L.  Cross 

REPORT  OF  APPOINTMENT  AND  STATEMENT  OF 
FINANCIAL  INTERESTS 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  Mr.  John  L. 
Cross. 

2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 

3.  Date  of  appointment:  August  15, 
1955. 

4.  Title  of  position:  Director,  Elec¬ 
trical  Equipment  Division. 

5.  Name  of  private  employer:  West- 
inghouse  Electric  Corporation. 

[seal]  John  F.  Lukens, 

Dep.  Director  of  Personnel. 

Statement  of  Financial  Interests 

6.  Names  of — 

a.  Any  corporations  of  which  the  ap¬ 
pointee  is  an  officer  or  director  or  within 
60  days  preceding  appointment  has  been 
an  officer  or  director,  or  in  which  the 
appointee  owns  or  within  60  days  preced¬ 
ing  appointment  has  owned  any  stocks, 
bonds,  or  other  financial  interests; 

b.  Any  partnerships  in  which  the  ap¬ 
pointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned  any 
similar  interest. 

Bank  deposits.  Add  November  21,  1955; 
Westinghouse  Electric  Corp. 

Dated:  August  15,  1955. 

J.  L.  Cross. 

Redated:  November  21, 1955. 

J.  L.  Cross. 

[F.  R.  Doc.  55-9716;  Filed,  Dec.  1,  1955; 

1:00  p.  m.] 
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COURTLANDT  P.  DENNEY 

REPORT  OF  APPOINTMENT  AND  STATEMENT 
OF  FINANCIAL  INTERESTS 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  Courtlandt  F. 
Denney. 

2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 

3.  Date  of  appointment:  August  15, 

1955.  • 

4.  Title  of  position:  Director,  Power 
Equipment  Division. 

5.  Name  of  private  employer:  Foster 
Wheeler  Corporation. 

[seal]  Carlton  Hayward, 

Director  of  Personnel. 

Statement  of  Financial  Interests 

6.  Names  of — 

a.  Any  corporations  of  which  the  ap¬ 
pointee  is  an  officer  or  director  or  within 
60  days  preceding  appointment  has  been 
an  officer  or  director,  or  in  which  the 
appointee  owns  or  within  60  days  pre¬ 
ceding  appointment  has  owned  any 
stocks  bonds,  or  other  financial  in¬ 
terests  ; 

b.  Any  partnerships  in  which  the  ap¬ 
pointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned,  any  sim¬ 
ilar  interest. 

Foster  Wheeler  Corp.  stock;  Bank  deposits; 
B  ft  L  deposits. 

Dated:  August  18, 1955. 

Courtlandt  F.  Denney. 

Redated:  November  16, 1955. 

Courtlandt  F.  Denney. 

[F.  R.  Doc.  55-9717;  Filed,  Dec.  1,  1955; 
1:00  p.  m  ] 


William  J.  Edmunds,  Jr. 

report  of  appointment  and  statement 
of  financial  interests 

Report  of  appointment  and  statement 
of  financial  interests  required  by  sec¬ 
tion  710  (b)  (6)  of  the  Defense  Produc¬ 
tion  Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  Mr.  William  J. 
Edmunds,  Jr. 

2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 

3.  Date  of  appointment:  August  15, 
1955. 

4.  Title  of  position:  Director,  Alumi¬ 
num  &  Magnesium  Division. 

5.  Name  of  private  employer:  Kaiser 
Aluminum  &  Chemical  Corporation. 

[  seal  ]  John  F.  Lukens, 

Dep.  Director  of  Personnel. 


Statement  of  Financial  Interests 

6.  Names  of— 

a.  Any  corporations  of  which  the  ap¬ 
pointee  is  an  officer  or  director  or  within 
60  days  preceding  appointment  has  been 
an  officer  or  director,  or  in  which  the 
appointee  owns  or  within  60  days  pre¬ 
ceding  appointment  has  owned  any 
stocks,  bonds,  or  other  financial  inter¬ 
ests; 

b.  Any  partnerships  in  which  the  ap¬ 
pointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned,  any 
similar  interest. 

(a)  Appointee  owns  common  stock  in  the 
following  corporations:  (1)  Kaiser  Alumi¬ 
num  &  Chemical  Corporation;  (2)  ACF  In¬ 
dustries;  (3)  Avco  Manufacturing. 

(b)  None. 

(c)  None. 

Bank  deposits. 

Dated:  August  16,  1955. 

William  J.  Edmunds,  Jr. 

IF.  B.  Doc.  55-9718;  Filed,  Dec.  1,  1955; 

1:00  p.  m.] 


Paul  E.  Floyd 

REPORT  OF  APPOINTMENT  AND  STATEMENT  OF 
FINANCIAL  INTERESTS 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  Paul  E.  Floyd. 

2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 

3.  Date  of  appointment:  May  13,  1953; 
June  4,  1954,  Chief,  Ferroalloys  Branch 

4.  Title  of  position:  Assistant  Direc¬ 
tor  Iron  &  Steel  Division,  for  Ferro¬ 
alloys. 

5.  Name  of  private  employer:  Alle¬ 
gheny  Ludlum  Steel  Corporation. 

[seal]  Carlton  Hayward, 

Director  of  Personnel. 

Statement  of  Financial  Interests 

6.  Names  of — 

a.  Any  corporations  of  which  the  ap¬ 
pointee  is  an  officer  or  director  or  within 
60  days  preceding  appointment  has  been 
an  officer  or  director,  or  in  which  the  ap¬ 
pointee  owns  or  within  60  days  preceding 
appointment  has  owned  any  stocks, 
bonds,  or  other  financial  interests; 

b.  Any  partnerships  in  which  the  ap¬ 
pointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned,  any 
similar  interest. 

a.  Allegheny  Ludlum  Steel  Corporation; 
International  Harvester  Company;  American 
Bosch  Arma  Corp.;  Affiliated  Fund  Inc.; 
Timken  Roller  Bearing  Co.;  Sinclair  Oil  Co.; 
Bank  deposits;  Income  from  mortgage. 

Dated:  November  16, 1955. 

P.  E.  FLOYD.a 

IF.  R.  Doc.  55-9719;  Filed,  Dec.  1,  1955; 

1:00  p.  m.) 


Lawrence  J.  Halderman 
report  of  appointment  and  statement  or 

FINANCIAL  INTERESTS 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  Lawrence  J. 
Halderman. 

2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 

3.  Date  of  appointment:  November  9 
1955. 

4.  Title  of  position:  Director,  General 
Components  Division. 

5.  Name  of  private  employer:  The 
Timken  Roller  Bearing  Company. 

[seal]  Carlton  Hayward, 

Director  of  Personnel. 

Statement  of  Financial  Interests 

6.  Names  of — 

a.  Any  corporations  of  which  the  ap¬ 
pointee  is  an  officer  or  director  or  within 
60  days  preceding  appointment  has  been 
an  officer  or  director,  or  in  which  the 
appointee  owns  or  within  60  days  pre¬ 
ceding  appointment  has  owned  any 
stocks,  bonds,  or  other  financial  in¬ 
terests; 

b.  Any  partnerships  in  which  the  ap¬ 
pointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned,  any 
similar  interest. 

a.  General  Motors  Oorp.;  Timken  Roller 
Bearing  Co.;  Southern  California  Building 
and  Loan;  Bank  deposits. 

b.  and  c.  None. 

Dated:  November  22,  1955. 

Lawrence  J.  Halderman. 

[F.  R.  Doc.  55-9720;  Filed,  Dec.  1,  1955; 
1:00  p.  m. ] 


Theodore  S.  Hodgins 

REPORT  OF  APPOINTMENT  AND  STATEMENT  OF 
FINANCIAL  INTERESTS 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  Theodore  S. 
Hodgins. 

2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 

3.  Date  of  appointment:  June  28, 1955. 

4.  Title  of  position:  Director,  Chemi¬ 
cal  and  Rubber  Division. 

5.  Name  of  private  employer:  Reich- 
hold  Chemicals,  Inc.,  525  Broadway, 
White  Plains,  N.  Y. 

TsealI  Carlton  Hayward, 

Director  of  Personnel. 
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Statement  of  Financial  Interests 

6.  Names  of — 

a.  Any  corporations  of  which  the 
appointee  is 'an  officer  or  director  or 
within  60  days  preceding  appointment 
has  been  an  officer  or  director,  or  in 
which  the  appointee  owns  or  within  60 
days  preceding  appointment  has  owned 
any  stocks,  bonds,  or  other  financial 
interests; 

b.  Any  partnerships  in  which  the  ap¬ 
pointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned,  any  sim¬ 
ilar  interest. 

6.  a.  1.  Reichhold  Chemicals,  Inc.,  White 
Plains,  N.  Y.  Vice  President  in  charge  of 
Research  Si  Development.  Stockholder. 

2.  Reichhold  Chemicals  (Canada)  Ltd., 
Toronto,  Ontario.  Vice  President.  Member 
of  the  Board  of  Directors.  Stockholder. 

3.  Reichhold  Chemicals  Industries  (Aus¬ 
tralia)  Ltd.  Rosebery  (Sydney)  N.  S.  W. 
Australia.  Stockholder. 

4.  Hoppi-Copters,  Inc.,  Seattle,  Wash. 
Stockholder. 

5.  Cornucopia  Gold  Mines,  Inc.,  Spokane, 
Wash.  Stockholder. 

6.  b.  None. 

6.  c.  1.  Real  Estate,  King  County,  Seattle, 
Wash. 

'2.  Real  Estate,  Kitsap  County,  Hansville, 
Wash. 

3.  Insurance — New  York  Life,  Travelers, 
Northwestern  Mutual. 

4.  Bank  deposits. 

Dated:  November  21,  1955.  ' 

Theodore  S.  Hodgins. 

(P.  R.  Doc.  55-9721;  Piled,  Dec.  1,  1955; 

1:00  p.  m.J 


John  A.  Hunter,  Jr. 

REPORT  OP  APPOINTMENT  AND  STATEMENT  OP 
FINANCIAL  INTERESTS 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  John  A.  Hunter, 
Jr. 

2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 

3.  Date  of  appointment:  May  23,  1955. 

4.  Title  of  position:  Chief,  Business 
Research  and  Analysis  Branch. 

5.  Name  of  private  employer:  Tennes¬ 
see  Coal  &  Iron  Division,  U.  S.  Steel, 
Fairfield,  Ala. 

[seal]  Carlton  Hayward, 

Director  of  Personnel. 

Statement  of  Financial  Interests 

6.  Names  of — 

a.  Any  corporations  of  which  the  ap¬ 
pointee  is  an  officer  or  director  or  within 
60  days  preceding  appointment  has  been 
an  officer  or  director,  or  in  which  the  ap¬ 
pointee  owns  or  within  60  days  preceding 
appointment  has  owned  any  stocks, 
bonds,  or  other  financial  interests; 

b.  Any  partnerships  in  which  the  ap¬ 
pointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 
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c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned,  any 
similar  interest. 

6.  (a).  Carrier  Corporation;  Cincinnati 
Gas  &  Electric  Corporation;  Jas.  Dole  Engi¬ 
neering  Corporation;  Motorola,  Inc.;  Pfizer, 
Chas.  Co.;  Pittsburgh  Consolidation  Coal 
Corporation;  Shell  Oil  Company;  Square  D 
Company;  United  States  Steel  Corporation; 
Westinghouse  Electric  Corporation;  Bank 
deposits. 

Dated:  November  17, 1955. 

John  A.  Hunter,  Jr. 

[F.  R.  Doc.  55-9722;  Filed,  Dec.  1,  1955; 
1:00  p.  m.J 


George  Ireland 

report  of  appointment  and  statement  of 

FINANCIAL  INTERESTS 

Report  of  appointment  and-  statement 
of  financial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  Mr.  George 
Ireland. 

2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 

3.  Date  of  Appointment:  August  15, 
1955. 

4.  Title  of  position:  Director,  Conj- 
munications  Equipment  Division. 

5.  Name  of  private  employer:  Bell 
Telephone  Company  of  Pennsylvania. 

[seal]  Carlton  Hayward, 

Director  of  Personnel. 

Statement  of  Financial  Interests 

6.  Names  of — 

a.  Any  corporations  of  which  the 
appointee  is  an  officer  or  director  or 
within  60  days  preceding  appointment 
has  been  an  officer  or  director,  or  in 
which  the  appointee  owns  or  within  60 
days  preceding  appointment  has  owned 
any  stocks,  bonds,  or  other  financial 
interests; 

b.  Any  partnerships  in  which  the 
appointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned,  any 
similar  interest. 

American  Telephone  &  Telegraph  Co.; 
Bank  deposits;  Bell  Telephone  Company  of 
Pennsylvania. 

Dated:  August  15,  1955. 

George  Ireland. 

Redated:  November  16, 1955. 

George  Ireland. 

[F.  R.  Doc.  55-9723;  Filed,  Dec.  1,  1955; 

1:00  p.  m.J 


William  J.  Jones 

REPORT  OF  APPOINTMENT  AND  STATEMENT 
OF  FINANCIAL  INTERESTS 

•  V 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 
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710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  William  J. 
Jones. 

2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 

3.  Date  of  appointment:  September  30, 
1955. 

4.  Title  of  position:  Director,  Auto¬ 
motive  Division. 

5.  Name  of  private  employer:  Chrys¬ 
ler  Corporation. 

[seal]  John  F.  Lukens, 

Acting  Director  of  Personnel. 

Statement  of  Financial  Interests 

6.  Names  of— 

a.  Any  corporations  of  which  the  ap¬ 
pointee  is  an  officer  or  director  or  within 
60  days  preceding  appointment  has  been 
an  .  officer  or  director,  or  in  which  the 
appointee  owns  or  within  60  days  pre¬ 
ceding  appointment  has  owned  any 
stocks,  bonds,  or  other  financial  inter¬ 
ests; 

b.  Any  partnerships  in  which  the  ap¬ 
pointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned,  any  sim., 
ilar  interest. 

Chrysler  Corp.  Bank  deposits. 

Dated:  October  3,  1955. 

William  J.  Jones. 

Redated:  November  16,  1955. 

William  J.  Jones. 

[F.  R.  Doc.  65-9724;  Filed,  Dec.  1,  1955: 

1:00  p.  m.J 


Elmer  L.  LaGrelius 

REPORT  OF  APPOINTMENT  AND  STATEMENT 
OF  FINANCIAL  INTERESTS 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  Elmer  L.  La 
Grelius. 

2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 

3.  Date  of  appointment:  April  12, 
1955. 

4.  Title  of  position:  Chief,  Stainless 
Steel  Branch. 

5.  Name  of  private  employer:  Eastern 
Stainless  Steel,  Box  1975,  Baltimore  2, 
Md. 

[seal]  Carlton  Hayward, 

Director  of  Personnel. 

Statement  of  Financial  Interests 

6.  Names  of — 

a.  Any  corporations  of  which  the  ap¬ 
pointee  is  an  officer  or  director  or  within 
60  days  preceding  appointment  has  been 
an  officer  or  director,  or  in  which  the 
appointee  owns  or  within  60  days  pre- 
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NOTICES 


ceding  appointment  has  owned  any 
stocks,  bonds,  or  other  financial 
interests: 

b.  Any  partnerships  in  which  the  ap¬ 
pointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned,  any 
similar  interest. 

Eastern  Stainless  Steel;  United  Light  and 
Power;  American  Steel  Foundries;  Deere  and 
Company;  Bank  deposits;  Building  and  Loan 
deposits;  Rents. 

Dated:  November  16,  1955. 

Elmer  L.  LaGrelius. 

[F.  R.  Doc.  55-0725;  Filed,  Dec.  1,  1955; 

1:01  p.  m.) 


Robert  D.  James 

REPORT  OP  APPOINTMENT  AND  STATEMENT  OP 
FINANCIAL  INTERESTS 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  Robert  D. 

James.  I 

2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 

3.  Date  of  appointment:  July  11,  1955. 

4.  Title  of  position:  Director,  Forest 
Products  Division. 

5.  Name  of  private  employer:  Ameri¬ 
can  Box  Board  Company. 

[seal!  Carlton  Hayward, 

Director  of  Personnel. 


710  <b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  L.  G.  Lea. 

2.  Employing  agency:  Department  of 
Commerce.  Business  and  Defense  Serv¬ 
ices  Administration. 

3.  Date  of  appointment:  June  28, 1955. 

4.  Title  of  position:  Deputy  Director, 
Containers  and  Packaging  Division. 

5.  Name  of  private  employer:  Kieck- 
hefer  Container  Company. 

[seal]  Carlton  Hayward, 

Director  of  Personnel. 

Statement  of  Financial  Interests 

6.  Names  of — 

a.  Any  corporations  of  which  the  ap¬ 
pointee  is  an  officer  or  director  or  within 
60  days  preceding  appointment  has  been 
an  officer  or  director,  or  in  which  the  ap¬ 
pointee  owns  or  within  60  days  preceding 
appointment  has  owned  any  stocks, 
bonds,  or  other  financial  interests; 

b.  Any  partnerships  in  which  the  ap¬ 
pointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned,  any 
similar  interest. 

a.  Kleckhefer  Container  Co.,  Camden,  N.  J. 
Vice  President.  Stockholder. 

Elgin  Paper  Company,  Elgin,  Ill.  Vice 
President.  Stockholder. 

e.  Standard  Oil  Company,  Ind.  Stock¬ 
holder. 

Great  Northern  Railway.  Stockholder. 

Eddy  Paper  Corporation.  Stockholder. 

Dresser  Industries.  Stockholder. 

Douglas  Aircraft.  Stockholder. 

The  Lea  Company.  Stockholder. 

Bank  deposits. 

Dated :  November  16, 1955. 


been  an  officer  or  director,  or  in  which 
the  appointee  owns  or  wthin  60  days  pre¬ 
ceding  appointment  has  owned  any 
stocks,  bonds,  or  other  financial  interests; 

b.  Any  partnerships  in  which  the  apl 
pointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned,  any 
similar  interest. 

U.  S.  Steel  Corp.;  Excello  COrp.;  General 
Motors  Corp.;  General  Foods;  Massachusetts 
Investment  Trust;  American  Bus.  Shares; 
Cem>  De  Pasco  Copper  Corp.;  National  Bank 
of  Detroit;  Shamut  Bank  of  Boston;  Trans¬ 
continental  Pipeline;  Southern  Production; 
American  T.  Sc  T.;  Consumers  Power  Co.; 
Cities  Service  Oo.;  Detroit  Edison  Co.;  Car¬ 
borundum  Co.;  General  Telephone;  Kellogg 
Co.;  Kresge  S.  S.;  Phillips  Petroleum;  Toledo 
Edison;  Southern  Natural  Gas;  Gerber  Prod¬ 
ucts  (Baby  Food);  Bank  deposits;  Retire¬ 
ment  Benefit  From  Motch  Sc  Merry  weather 
Machine  CO. 

Dated:  October  14,  1955. 

Edward  F.  Lickey. 

Redated:  November  17,  1955. 

Edward  F.  Lickey. 

[F.  R.  Doc.  55-9728;  Filed,  Dec.  1,  1955; 

1:01  p.  m.j 


Clifford  G.  Pommer 

REPORT  OF  APPOINTMENT  AND  STATEMENT  OF 
FINANCIAL  INTERESTS 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 


Statement  of  Financial  Interests 

6.  Names  of — 

a.  Any  corporations  of  which  the  ap¬ 
pointee  is  an  officer  or  director  or  within 
60  days  preceding  appointment  has  been 
an  officer  or  director,  or  in  which  the 
appointed  owns  or  within  60  days  preced¬ 
ing  appointment  has  owned  any  stocks, 
bonds,  or  other  financial  interests; 

b.  Any  partnerships  in  which  the  ap¬ 
pointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned,  any 
similar  interest. 

Bank  deposits;  American  Box  Board  Co.; 
American  Box  Board  Profit  Sharing  Plan 
(Trust);  American  Box  Board  Retirement 
Income  Plan  (Trust). 

Dated:  November  17,  1955. 

Robert  D.  James. 

IF.  R.  Doc.  55-9726;  Filed,  Dec.  1,  1955; 

1:01  p.  m.] 


L.  G.  Lea 

REPORT  OF  APPOINTMENT  AND  STATEMENT  OP 
FINANCIAL  INTERESTS 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 


L.  G.  Lea. 

[F.  R.  Doc.  55-9727;  Filed,  Dec.  1,  1955; 
1:01  p.  m.] 


Edward  F.  Lickey 

REPORT  OF  APPOINTMENT  AND  STATEMENT  OF 
FINANCIAL  INTERESTS 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  Edward  F. 
Lickey. 

2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration; 

3.  Date  of  appointment:  October  14, 
1955. 

4.  Title  of  position:  Consultant.. 

5.  Name  of  private  employer:  Retired 
from  Motch  &  Merryweather  Machine 
Company. 

[seal]  John  F.  Lukens, 

Acting  Director  of  Personnel. 

Statement  of  Financial  Interests 

6.  Names  of — 

a.  Any  corporations  of  which  the 
appointee  is  an  officer  or  director  or  with¬ 
in  60  days  preceding  appointment  has 


1.  Name  of  appointee:  Clifford  G. 
Pommer. 

2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 

3.  Date  of  appointment:  November  14, 
1955. 

4.  Title  of  position:  Director,  Ship¬ 
building,  Railroad,  Ordnance  and  Air¬ 
craft  Division. 

5.  Name  of  private  employer:  General 
Electric  Company. 

[seal]  Carlton  Hayward, 

Director  of  Personnel. 

Statement  of  Financial  Interests 

6.  Names  of — 

a.  Any  corporations  of  which  the  ap¬ 
pointee  is  an  officer  or  director  or  within 
60  days  preceding  appointment  has  been 
an  officer  or  director,  or  in  which  the  ap¬ 
pointee  owns  or  within  60  days  preceding 
appointment  has  owned  any  stocks, 
bonds,  or  other  financial  interests ; 

b.  Any  partnerships  in  which  the  ap¬ 
pointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned,  any 
similar  interest. 

General  Electric  Co.;  American  Airlines; 
Garflnckel;  Van  -Curler  Hotel;  State  Loan 
and  Finance;  General  Electric  Elfun  Trust 
Fund;  Economy  Auto  Stores;  International 


Saturday,  December  3,  1955 

Bank  of  Washington:  Three  States  Natural 
Gas1  Colorado  Oil  &  Gas;  American  Can  Co.; 
Hiskayuna  Co-operative;  Schenectady  A  &  O 
Employees  Credit  Union;  Bank  deposits. 

Dated:  November  17,  1955. 

Clifford  G.  Pommer. 

if  R.  Doc.  55-9729;  Piled,  Dec.  1,  1955; 
1  1:01  p.  m.] 


NORVAL  W.  POSTWEILER 
report  of  appointment  and  statement  of 

FINANCIAL  INTERESTS 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  Norval  W.  Post- 
weiler. 

2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 

3.  Date  of  appointment:  January  26, 
1955,  Deputy  Director,  Construction  and 
Packing  Division. 

4.  Title^  of  position:  June  28,  1955, 
Assistant  Administrator. 

5.  Name  of  private  employer  r  Riegel 
Paper  Corp. 

[seal]  Carlton  Hayward, 

Director  of  Personnel. 

Statement  of  Financial  Interests 

6.  Names  of — 

a.  Any  corporations  of  which  the  ap¬ 
pointee  is  an  officer  or  director  or  within 
60  days  preceding  appointment  has  been 
an  officer  or  director,  or  in  which  the 
appointee  owns  or  within  60  days  preced¬ 
ing  appointment  has  owned  any  stocks, 
bonds,  or  other  financial  interests; 

b.  Any  partnerships  in  which  the  ap¬ 
pointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned,  any 

*  similar  interest. 

Wheeling  Steel;  Riegel  Paper  Corp.;  Riegel 
Textile  Corp.;  Bethlehem  Steel;  National 
Biscuit  Co.;  American  Telephone  and  Tele¬ 
graph  Co.;  General  Motors;  Bank  deposits; 
Building  and  Loan  deposits. 

Dated:  November  16,  1955. 

N.  W.  POSTWEILER. 

[P.  R.  Doc.  55-9730;  Piled,  Dec.  1,  1955; 
1:01  p.  m.] 


Robert  L.  Sebastian 
report  of  appointment  and  statement  of 

FINANCIAL  INTERESTS 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  Robert  L. 
Sebastian. 

2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 


FEDERAL  REGISTER 

3.  Date  of  appointment:  September 
20,  1954. 

4.  Title  of  position:  Consultant. 

5.  Name  of  private  employer:  Retired. 

[seal]  Carlton  Hayward, 

Director  of  Personnel. 

Statement  of  Financial  Interests 

6.  Names  of — 

a.  Any  corporations  of  which  the 
appointee  is  an  officer  or  director  or 
within  60  days  preceding  appointment 
has  been  an  officer  or  director,  or  in 
which  the  appointee  owns  or  within  60 
days  preceding  appointment  has  owned 
any  stocks,  bonds,  or  other  financial  in¬ 
terests;  none. 

b.  Any  partnerships  in  which  the 
appointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and  none. 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned,  any 
similar  interest,  none. 

d.  Owner  of  Maryland  farm. 

e.  Bank  deposits. 

Dated:  November  21,  1955. 

Robert  L.  Sebastian. 

[P.  R.  Doc.  55-9731;  Filed,  Dec.  1,  1955; 
1:01  p.  m.J 


Louis  A.  Schlueter 

REPORT  OF  APPOINTMENT  AND  STATEMENT  OF 
FINANCIAL  INTERESTS 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  Louis  A.  ■ 
Schlueter. 

2.  Employing  agency;  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 

3.  Date  of  appointment:  September  16, 
1953. 

4.  Title  of  position:  Advisor  (Chemi¬ 
cal  and  Rubber  Industries). 

5.  Name  of  private  employer:  Ameri¬ 
can  Coke  and  Coal  Chemicals  Institute. 

[seal]  Carlton  Hayward, 

Director  of  Personnel. 

Statement  of  Financial  Interests 

6.  Names  of — 

a.  Any  corporations  of  which  the  ap¬ 
pointee  is  an  officer  or  director  or  within 
60  days  preceding  appointment  has  been 
an  officer  or  director,  or  in  which  the 
appointee  owns  or  within  60  days  pre¬ 
ceding  appointment  has  owned  any 
stocks,  bonds,  or  other  financial  in¬ 
terests  ; 

b.  Any  partnerships  in  which  the  ap¬ 
pointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned,  any 
similar  interest. 

Susquehanna  Chemical  Corp.,  Bradford, 
Pa.;  Bank  deposits;  Income  from  Rental 
Property  (Residential);  American  Coke  and 
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Coal  Chemicals  Institute  (Present  Em¬ 
ployer)  ;  Interest  on  Real  Estate  Mortgage. 

Dated:  November  17,  1955. 

L.  A.  Schlueter. 

[P.  R.  Doc.  55-9732;  Piled,  Dec.  1,  1955; 
1:01  p.  m.] 


Clarence  W.  Seeley 

REPORT  OF  APPOINTMENT  AND  STATEMENT 
OF  FINANCIAL  INTERESTS 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  Clarence  W. 
Seeley. 

2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 

3.  Date  of  appointment:  November  2, 
1955. 

4.  Title  of  position:  Director,  Copper 
Division. 

5.  Name  of  private  employer:  Scovill 
Manufacturing  Company,  Waterbury, 
Conn. 

[seal]  Carlton  Hayward, 

Director  of  Personnel. 

Statement  of  Financial  Interests 

6.  Names  of — 

a.  Any  corporations  of  which  the  ap¬ 
pointee  is  an  officer  or  director  or  within 
60  days  preceding  appointment  has  been 
an  officer  or  director,  or  in  which  the 
appointee  owns  or  within  60  days  pre¬ 
ceding  appointment  has  owned  any 
stocks,  bonds,  or  other  financial  inter¬ 
ests; 

b.  Any  partnerships  in  which  the  ap-* 
pointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned,  any 
similar  interest. 

Scovill  Manufacturing  Company;  U.  S. 
Bonds;  Bank  deposits. 

Dated:  November  2,  1955. 

Clarence  W.  Seeley. 

Redated:  November  16,  1955. 

Clarence  W.  Seeley. 

[P.  R.  Doc.  55-9733;  Piled,  Dec.  1,  1955; 

1:01  p.  m.] 


Charles  M.  Stuart  , 

REPORT  OF  APPOINTMENT  AND  STATEMENT  OF 
FINANCIAL  INTERESTS 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  Charles  M. 
Stuart. 

2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 
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3.  Date  of  appointment:  October  27, 
1955. 

4.  Title  of  position:  Director,  General 
Industrial  Equipment  Division. 

5.  Name  of  private  employer:  Carrier 
Corporation,  Syracuse,  N.  Y. 

[seal]  .  John  P.  Lukens, 
Director  of  Personnel. 

Statement  of  Financial  Interests 

6.  Names  of— 

a.  Any  corporations  of  which  the  ap¬ 
pointee  is  an  officer  or  director  or  within 
60  days  preceding  appointment  has  been 
an  officer  or  director,  or  in  which  the  ap¬ 
pointee  owns  or  within  60  days  preceding 
appointment  has  owned  any  stocks, 
bonds,  or  other  financial  interests; 

b.  Any  partnerships  in  which  the  ap¬ 
pointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  preced¬ 
ing  appointment  has  owned,  any  similar 
interest. 

Carrier  Corporation;  Niagara  Mohawk 
Power  Company;  British  Petroleum  Corpora¬ 
tion;  Bank  deposits. 

Dated:  November  1, 1955. 

Charles  M.  Stuart. 

.  [P.  R.  Doc.  55-9734;  Piled,  Dec.  1,  1955; 

1:01  p.  m.] 


William  H.  Thomas 

REPORT  OF  APPOINTMENT  AND  STATEMENT  OF 
FINANCIAL  INTERESTS 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  William  H. 
Thomas. 

2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 

3.  Date  of  appointment:  May  31,  1955, 
Director  of  General  Industrial  Equip¬ 
ment  Division. 

4.  Title  of  position:  Assistant  Adminis¬ 
trator  (as  of  July  28,  1955). 

5.  Name  of  private  employer:  Air 
Products,.  Inc.,  Allentown,  Pa. 

[seal]  Carlton  Hayward, 

Director  of  Personnel. 

Statement  of  Financial  Interests 

6.  Names  of — 

a.  Any  corporations  of  which  the  ap¬ 
pointee  is  an  officer  or  director  or  within 
60  days  preceding  appointment  has  been 
an  officer  or  director,  or  in  which  the 
appointee  owns  or  within  60  days  pre¬ 
ceding  appointment  has  owned  any 
stocks,  bonds,  or  other  financial  inter¬ 
ests; 

b.  Any  partnerships  in  which  the  ap¬ 
pointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned,  any 
similar  interest. 


NOTICES 

Air  Products,  Incorporated;  Bank  de¬ 
posits. 

Dated:  November  16,  1955. 

William  H.  Thomas. 

[F.  R.  Doc.  55-9735;  Filed,  Dec.  1,  1955; 
1:01  p.  m.] 


Carl  M.  Vucxel 

REPORT  OF  APPOINTMENT  AND  STATEMENT  OF 
FINANCIAL  INTERESTS 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  Carl  M.  Vuckel. 

2.  Employing  agency;  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 

3.  Date  of  appointment:  September 
16,  1955. 

4.  Title  of  position:  Consultant. 

5.  Name  of  private  employer:  Swift  & 
Company. 

[seal]  John  P.  Lukens, 

Acting  Director  of  Personnel. 

Statement  of  Financial  Interests 

6.  Names  of — 

a.  Any  corporations  of  which  the  ap¬ 
pointee  is  an  officer  or  director  or  within 
60  days  preceding  appointment  has  been 
an  officer  or  director,  or  in  which  the  ap¬ 
pointee  owns  or  within  60  days  preceding 
appointment  has  owned  any  stocks, 
bonds,  or  otligr  financial  interests; 

b.  Any  partnerships  in  which  the  ap¬ 
pointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre¬ 
ceding  appointment  has  owned,  any  simi¬ 
lar  interest. 

Acme  Steel  Co.;  City  Products  Co.;  Swift 
and  Co.;  Sylvania  Electric  Products;  Louisi¬ 
ana  Land  &  Exploration  Co.;  United  Elastic 
Co.;  Farm;  Bank  deposits. 

Dated:  September  19, 1955. 

C.  M.  Vuckel. 

Redated:  November  22, 1955. 

C.  M.  Vuckel. 

[F.  R.  Doc.  55-9736;  Filed,  Dec.  1,  1955; 

1:01  p.  m.] 


Joel  B.  Ware 

REPORT  OF  APPOINTMENT  AND  STATEMENT  OF 
FINANCIAL  INTERESTS 

Report  of  appointment  and  statement 
of  financial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 

Report  of  Appointment 

1.  Name  of  appointee:  Joel  B.  Ware. 

2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 

3.  Date  of  appointment:  October  31, 
1955. 


4.  Title  of  position:  Consultant. 

5.  Name  of  private  employer:  Great 
Northern  Paper  Company. 

[seal]  Carlton  Hayward, 

Director  of  Personnel. 

Statement  of  Financial  Interests 

6.  Names  of — 

a.  Any  corporations  of  which  the  ap- 
pointee  is  an  officer  or  director  or  within 
60  days  preceding  appointment  has  been 
an  officer  or  director,  or  in  which  the  ap¬ 
pointee  owns  or  within  60  days  preceding 
appointment  has  owned  any  stocks, 
bonds,  or  other  financial  interests; 

b.  Any  partnerships  in  which  the  ap¬ 
pointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and 

c.  Any  other  businesses  in  which  the 
appointee  owns,  or  within  60  days  pre- 
ceding  appointment  has  owned,  any  simi¬ 
lar  interest. 

A.  Great  Northern  Paper  Company;  The 
Mead  Corporation;  Curtis  Publishing  Com¬ 
pany;  Crowell-Collier  Publishing  Company; 
Bank  deposits. 

B.  None. 

C.  None. 

Dated:  October  31, 1955. 

Joel  B.  Ware. 

Redated:  November  22, 1955. 

Jobl  B.  Ware. 

[F.  R.  Doc.  55-9737;  Filed.  Dec.  1,  1956; 
1:01  p.  m.] 

DEPARTMENT  OF  LABOR 

Wage  and  Hour  Division 

[Administrative  Order  452] 

Representative  of  Employees  on  Special 
Industry  Committees 

notice  of  resignation  and  appointment 

Lewis  C.  Harkins  of  Silver  Spring, 
Maryland,  having  resigned  as  represen¬ 
tative  of  the  employees  on  Special  In¬ 
dustry  Committees  Nos.  18-C  and  18-D 
for  Puerto  Rico,  the  Secretary  of  Labor, 
pursuant  to  authority  under  the  Fair  ' 
Labor  Standards  Act  of  1938,  as  amend¬ 
ed,  (52  Stat.  1060,  as  amended ;  29  U.  S.  C. 
201  et  seq.),  hereby  appoints  Samuel 
Baron  of  Washington,  D.  C.,  to  serve  in 
his  stead  as  a  representative  of  the  em¬ 
ployees  on  such  Committees. 

Signed  at  Washington,  D.  C.,  this  30th 
day  of  November  1955. 

James  P.  Mitchell, 
Secretary  of  Labor. 

[F.  R.  Doc.  55-9706;  Filed,  Dec.  2,  1955; 
8:48  a.  m.] 


FEDERAL  COMMUNICATIONS 
COMMISSION 

[Docket  No.  11526;  FCC  55M-992] 

Elyria-Lorain  Broadcasting  Co. 
(WEOL) 

ORDER  SCHEDULING  HEARING 

In  re  application  of  Elyria-Lorain 
Broadcasting  Co.  (WEOL) ,  Elyria,  Ohio, 
Docket  No.  11526,  File  No.  BR-2173;  for 
renewal  of  license. 


FEDERAL  REGISTER 
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Saturday ,  December  3,  1955 

It  is  ordered,  This  25th  day  of  Novem¬ 
ber  1955.  that  Herbert  Sharfman  will 
preside  at  the  hearing  in  the  above-en-. 
titled  proceeding  which  is  hereby  sched¬ 
uled  to  commence  on  January  18,  1956, 
in  Washington,  D.C. 

Released:  November  29,  1955. 

Federal  Communications 
Commission, 

[sealI  Mary  Jane  Morris, 

Secretary. 

'(F  R.  Doc.  55-9682;  Filed,  Dec.  2,  1955; 
8:46  a.m.] 


[Docket  Nos.  11551,  11552;  FCC  55-1156] 
I&dio  KYNO,  Voice  of  Fresno  (KYNO) 

AND  WRATHER-ALVAREZ  BROADCASTING, 

INC.  (KFMB) 

ORDER  DESIGNATING  APPLICATIONS  FOR  CON¬ 
SOLIDATED  HEARING  ON  STATED  ISSUES 

In  re  applications  of  Amelia  Schuler, 
Lester  Eugene  Chenault  and  Bert  Wil¬ 
liamson,  d/b  as  Radio  KYNO,  The  Voice 
of  Fresno  (KYNO) ,  Fresno,  California, 
Docket  No.  11551,  File  No.  BP-9511; 
Wrather-Alvarez  Broadcasting,  Inc. 
(KFMB) ,  San  Diego,  California,  Docket 
No.  11552,  File  No.  BP-9794;  for  con¬ 
struction  permits. 

At  a  session  of  the  Federal  Communi¬ 
cations  Commission  held  at  its  offices  in 
Washington,  D.  C.,  on  the  23d  day  of 
November  1955; 

The  Commission  having  under  con¬ 
sideration  the  above-entitled  applica¬ 
tions  for  construction  permits  by  Radio 
KYNO,  The  Voice  of  Fresno,  to  change 
the  facilities  of  Station  KYNO,  Fresno, 
California,  from  operation  on  1300  kilo¬ 
cycles  with  a  power  of  1  kilowatt,  direc¬ 
tional  antenna,  unlimited  time,  to  opera¬ 
tion  on  540  kilocycles  with  a  power  of  1 
kilowatt,  directional  antenna,  daytime 
only;  and  by  Wrather-Alvarez  Broad¬ 
casting,  Inc.  to  change  the  facilities  of 
Station  KFMB,  San  Diego,  California, 
from  operation  with  a  directional  an¬ 
tenna  day  and  night  to  operation  with  a 
directional  antenna  nighttime  only  on 
540  kilocycles  with  a  power  of  5  kilo¬ 
watts,  unlimited  time ; 

It  appearing  that  each  of  the  appli¬ 
cants  is  legally,  technically,  financially 
and  otherwise  qualified,  except  as  may 
appear  from  the  issues  specified  below, 
to  operate  its  station  as  proposed,  but 
that  operation  by  both  stations  as  pro¬ 
posed  would  involve  mutual  interference ; 
that  the  operation  of  Station  KYNO  as 
proposed  would  involve  interference  to 
Station  KSFO,  San  Francisco,  Cali¬ 
fornia,  and  the  proposed  directional  an¬ 
tenna  system  may  not  meet  the  mini¬ 
mum  efficiency  requirements  of  the 
Commission’s  Standards  of  Good  Engi¬ 
neering  Practice,  and  the  site  photograph 
does  not  show  sufficient  detail  from 
which  a  determination  can  be  made  of 
whether  the  proposed  site  is  satisfactory ; 
and  the  proposed  operation  of  Station 
Kfmb  would  cause  interference  to  Sta¬ 
tion  KBAK,  Bakersfield,  California;  and 

It  further  appearing  that  pursuant  to 
section  309  (b)  of  the  Communications 
Act  of  1934,  as  amended,  the  subject  ap¬ 
plicants  were  advised  by  letters  dated 


December  10,  1954,  and  August  23,  1955, 
of  the  aforementioned  deficiencies  and 
that  the  Commission  was  unable  to  con¬ 
clude  that  a  grant  of  either  application 
would  serve  the  public  interest;  and 

It  further  appearing  that  a  timely 
reply  was  filed  by  each  of  the  applicants; 
and 

It  further  appearing  that  in  a  letter 
dated  July  27,  1955,  Station  KBAK, 
Bakersfield,  California,  agreed  to  accept 
the  interference  which  would  be  caused 
to  it  by  the  proposed  operation  of  Sta¬ 
tion  KFMB,  in  consideration  of  KFMB’s 
accepting  from  any  future  proposal  of 
KBAK  interference  not  in  excess  of  that 
which  would  result  from  1  kilowatt,  non- 
directional  operation  of  KBAK;  however 
this  agreement  cannot  operate  to  pre¬ 
clude  the  Commission  from  considering 
the  effect  of  this  interference  in  its  eval¬ 
uation  of  the  KFMB  proposal;  and 

It  further  appearing  that  in  a  letter 
dated  September  6,  1955,  Station  KSFO 
requested  that  the  application  of  Station 
KYNO  be  designated  for  hearing  on 
grounds  of  the  above-described  interfer¬ 
ence  ;  and 

It  further  appearing  that  while  Sta¬ 
tion  KFMB  in  letters  dated  September 
22,  October  7  and  October  27,  1955,  re¬ 
quested  an  extension  of  time  to  Novem¬ 
ber  28,  1955,  in  which  to  reply  to  the 
Commission’s  letter  of  August  23,  1955, 
and  complete  a  projected  agreement 
with  Station  KYNO  whereby  it  would 
accept  the  interference  caused  to  it  by 
KFMB’s  proposal,  such  an  agreement, 
upon  proper  motion,  can  be  made  a  part 
of  the  record  in  the  proceeding  herein 
provided  for;  and 

It  further  appearing  that  the  Commis¬ 
sion,  after  consideration  of  the  forego¬ 
ing,  is  of  the  opinion  that  a  hearing  is 
necessary ; 

It  is  ordered,  That  pursuant  to  section 
309  (b)  of  the  Communications  Act  of 
1934,  as  amended,  the  said  applications 
are  designated  for  hearing  in  a  consoli¬ 
dated  proceeding,  at  a  time  and  place  to 
be  specified  in  a  subsequent  order,  upon 
the  following  issues ; 

1.  To  determine  the  areas  and  popula¬ 
tions  which  may  be  expected  to  gain  or 
lose  primary  service  from  the  proposed 
operation  of  Stations  KYNO  nnd  KFMB 
and  the  availability  of  other  primary 
service  to  such  areas  and  populations. 

2.  To  determine  whether  the  proposed 
operations  of  Stations  KYNO  and  KFMB 
would  involve  mutual  interference  and, 
if  so,  the  nature  and  extent  thereof,  the 
areas  and  populations  affected  thereby 
and  the  availability  of  other  primary 
service  to  such  areas  and  populations. 

3.  To  determine  whether  the  proposed 
operation  of  Station  KYNO  would  in¬ 
volve  objectionable  interference  with 
Station  KSFO,  San  Francisco,  Califor¬ 
nia,  or  any  other  existing  station,  and, 
if  so,  the  nature  and  extent  thereof,  the 
areas  and  populations  affected  thereby, 
and  the  availability  of  other  primary 
service  to  such  areas  and  populations. 

4.  To  determine  whether  the  direc¬ 
tional  antenna  system  proposed  by  Sta¬ 
tion  KYNO  would  meet  the  minimum 
efficiency  requirements  of  the  Commis¬ 
sion’s  Standards  of  Good  Engineering 
Practice. 


5.  To  determine  whether  the  site  pro¬ 
posed  by  Station  KYNO  would  be  satis¬ 
factory. 

6.  To  determine  whether  the  proposed 
operation  of  Station  KFMB  would  cause 
interference  to  Station  KBAK,  Bakers¬ 
field,  California,  or  any  other  existing 
station,  and,  if  so,  the  nature  and  extent 
thereof,  the  areas  and  populations  af¬ 
fected  thereby  and  the  availability  of 
other  primary  service  to  such  areas  and 
populations. 

7.  To  determine  in  light  of  section  307 
(b)  of  the  Communications  Act  of  1934, 
as  amended,  which  of  the  operations 
proposed  in  the  above-entitled  applica¬ 
tions  would  better  provide  a  fair,  effi¬ 
cient  and  equitable  distribution  of  radio 
service. 

8.  To  determine,* in  light  of  the  evi¬ 
dence  adduced  pursuant  to  the  foregoing 
issues,  which,  if  either,  of  the  applica¬ 
tions  should  be  granted. 

It  is  further  ordered.  That  the  issues 
in  the  above-entitled  proceeding  may  be 
enlarged  by  the  Examiner  on  his  own 
motion  or  on  petition  properly  filed  by 
a  party  to  the  proceeding  and  upon 
sufficient  allegations  of  fact  in  support 
thereof,  by  the  addition  of  the  following 
issue:  To  determine  whether  funds 
available  to  the  applicant  will  give  rea¬ 
sonable  assurance  that  the  proposal  set 
forth  in  the  application  will  be  effectu¬ 
ated. 

It  is  further  ordered,  That  San  Fran¬ 
cisco  Broadcasters,  Inc.,  and  Bakersfield 
Broadcasting  Co.,  licensees  of  Stations 
KSFO,  San  Francisco,  California,  and 
KBAK,  Bakersfield,  California,  respec¬ 
tively,  are  made  parties  to  the  proceed¬ 
ing.1 

It  is  further  ordered,  That  the  above- 
described  request  by  Station  KFMB  for 
extension  of  time  to  November  28,  1955, 
in  which  to  further  reply  to  the  Com¬ 
mission’s  letter  of  August  23,  1955,  is 
denied. 

Released:  November  28, 1955. 

Federal  Communications 
Commission, 

[seal]  Mary  Jane  Morris, 

Secretary. 

[F.  R.  Doc.  55-9683;  Filed,  Dec.  2,  1955; 
8:46  a.  m.] 


[Docket  Nos.  11553,  11554;  FCC  56-1157] 

Hazard  Broadcasting  Qorp.  and  Perry 
County  Broadcasting  Co. 

ORDER  DESIGNATING  APPLICATIONS  FOR  CON¬ 
SOLIDATED  HEARING  ON  STATED  ISSUES 

In  re  applications  of  Hazard  Broad¬ 
casting  Corporation,  Hazard,  Kentucky, 
Docket  No.  11553,  File  No.  BP-9726; 
Claude  P.  Stephens  and  Frank  L.  Jones, 
d/b  a§  Perry  County  Broadcasting  Com¬ 
pany,  Hazard,  Kentucky,  Docket  No. 
11554,  File  No.  BP-9840;  for  construction 
permits. 

At  a  session  of  the  Federal  Communi¬ 
cations  Commission  held  at  its  offices  in 


I  *The  license  of  Station  KBAK  has  been 
assigned  to  Paschall'  Tullis  and  Hearne,  and 
the  call  letters  have  been  changed  from 
KBAK  to  KAFY. 
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NOTICES 


Washington,  D.  C.,  on  the  23d  day  of  No¬ 
vember  1955 ; 

The  Commission  having  under  consid¬ 
eration  the  above-entitled  applications 
of  the  Hazard  Broadcasting  Corporation 
and  Claude  P.  Stephens  and  Frank  L. 
Jones,  d/b  as  Perry  County  Broadcast¬ 
ing  Company,  each  for  a  construction 
permit  for  a  new  standard  broadcast 
station  to  operate  on  1390  kilocycles  with 
a  power  of  5  kilowatts,  daytime  only,  at 
Hazard,  Kentucky;  and 

It  appearing  that  each  of  the  appli¬ 
cants  is  legally,  technically,  financially 
and  otherwise  qualified,  except  as  may 
appear  from  the  issues  specified  below, 
to  construct  and  operate  its  proposed 
station  but  that  operation  of  both  sta¬ 
tions  as  proposed  would  result  in  mu¬ 
tually  destructive  interference;  and  that 
the  operation  proposed  by  the  Perry 
County  Broadcasting  Company  may  be 
In  contravention  of  the  provisions  of 
§  3.35  of  the  Commission’s  Rules  on  mul¬ 
tiple  ownership;  and 

It  further  appearing  that  pursuant 
to  section  309  (b)  of  the  Communications 
Act  of  1934,  as  amended,  the  subject 
applicants  were  advised  by  letters  dated 
July  5  and  September  29,  1955,  of  the 
aforementioned  deficiencies  and  that  the 
Commission  was  unable  to  conclude  that 
a  grant  of  either  application  would  be 
in  the  public  interest;  and 

It  further  appearing  that  timely  re¬ 
plies  were  received  from  each  of  the 
ap  plicants ;  and 

It  further  appearing  that  in  pleadings 
filed  on  August  31  and  October  18,  1955, 
by  the  Hazard  Broadcasting  Corporation 
it  was  contended  that  the  proposal  of  the 
Perry  County  Broadcasting  Company 
would  be  in  contravention  of  the  provi¬ 
sions  of  §  3.35  of  the  Commission’s  rules 
on  multiple  ownership  because  Frank  L. 
Jones,  a  partner  in  the  latter  company, 
was  an  officer,  director  and  stockholder 
of  Station  WTCW,  Whitesburg,  Ken¬ 
tucky  until  February,  1955  and  is  a 
brother-in-law  of  Kenneth  J.  Crosth- 
wait,  the  majority  stockholder  of  the 
KY-VA  Broadcasting  Corp.,  licensee  of 
Station  WTCW;  and  that  Frank  L.  Jones 
is  employed  by  WCTW  as  a  salesman; 
tha ;  the  2  mv/m  contours  of  the  opera¬ 
tion  proposed  by  the  Perry  County 
Broadcasting  Company  and  Station 
WTCW  would  overlap;  and  that  the 
application  was  in  fact  filed  on  behalf 
of  1  Kenneth  J.  Crosthwait;  and 

It  further  appearing  that  in  a  letter 
filed  on  October  28,  1955,  by  the  Perry 
County  Broadcasting  Company  it  was 
stated  that  “There  will  be  no  joint  opera¬ 
tions  of  any  nature  [with  WTCW],  and 
except  to  the  extent  that  Frank  L.  Jones 
may  on  occasion  wish  the  benefit  of  his 
brother-in-law’s  counsel  on  operating 
problems,  there  will  be  no  direct  or  in¬ 
direct  association  between  the  two  and 
the  operation  or  control  of  their  respec¬ 
tive  stations”  and  that  accordingly  no 
contravention  of  §  3.35  of  the  Commis¬ 
sion’s  Rules  would  obtain;  and  that  the 
application  was  not  filed  on  behalf  of 
Kenneth  J.  Crosthwait;  and 

It  further  appearing  that  after  con¬ 
sideration  of  the  foregoing  the  Commis¬ 
sion  is  of  the  opinion  that  a  hearing  is 
necessary; 


It  is  ordered,  That  pursuant  to  section 
309  (b)  of  the  Communications  Act  of 
1934,  as  amended,  the  said  applications 
are  designated  for  hearing  in  a  consoli¬ 
dated  proceeding,  at  a  time  and  place  to 
be  specified  in  a  subsequent  order,  upon 
the  following  issues: 

1.  To  determine  the  areas  and  popula¬ 
tions  which  would  receive  primary  serv¬ 
ice  from  each  of  the  proposed  operations, 
and  the  availability  of  other  primary 
service  to  such  areas  and  populations. 

2.  To  determine  whether  a  grant  of 
the  application  of  the  Perry  County 
Broadcasting  Company  would  be  in  con¬ 
travention  of  the  provision  of  §  3.35  of 
the  Commission’s  Rules  on  multiple  own¬ 
ership  because  of  overlap  with  Station 
WTCW,  Whitesburg,  Kentucky;  and 
WKYV,  Harlan,  Kentucky. 

3.  To  determine  which  of  the  opera¬ 
tions  proposed  in  the  above-entitled  ap¬ 
plications  would  better  serve  the  public 
interest  in  the  light  of  the  evidence 
adduced  under  the  foregoing  issues  and 
record  made  with  respect  to  the  signifi¬ 
cant  differences  between  the  applicants 
as  to: 

(a)  The  background  and  experience 
of  each  of  the  above-named  applicants 
to  own  and  operate  its  proposed  station. 

(b)  The  proposals  of  each  of  the 
above-named  applicants  with  respect  to 
the  management  and  operation  of  the 
proposed  stations. 

(c)  The  programming  service  pro¬ 
posed  in  each  of  the  above-mentioned 
applications. 

4.  To  determine,  in  light  of  the  evi¬ 
dence  adduced  pursuant  to  the  fore¬ 
going  issues,  which,  if  either  of  the 
applications  should  be  granted. 

It  is  further  ordered.  That  the  issues 
in  the  above-entitled  proceeding  may  be 
enlarged  by  the  Examiner  on  his  own 
motion  or  on  petition  properly  filed  by 
a  party  to  the  proceeding  and  upon  suffi¬ 
cient  allegations  of  fact  in  support 
thereof,  by  the  addition  of  the  following 
issue :  To  determine  whether  funds  avail¬ 
able  to  the  applicant  will  give  reasonable 
assurance  that  the  proposal  set  forth  in 
the  application  will  be  effectuated. 

Released:  November  28,  1955. 

Federal  Communications 
Commission, 

[seal]  Mary  Jane  Morris, 

Secretary. 

[F.  R.  Doc.  55-9684;  Filed,  Dec.  2,  1955; 
8:46  a.  m.] 


[Docket  Nos.  11555,  11556;  FCC  55-1158] 

John  F.  Shea  and  Greenville  Broad¬ 
casting  Corp.  (WGYV) 

order  designating  applications  for  con¬ 
solidated  hearing  on  stated  issues 

In  re  applications  of  John  F.  Shea, 
Montgomery,  Alabama,  Docket  No.  11555, 
File  No.  BP-9947;  Greenville  Broadcast¬ 
ing  Corporation  (WGYV),  Greenville, 
Alabama,  Docket  No.  11556,  File  No. 
BP-9953;  for  construction  permits. 

At  a  session  of  the  Federal  Communi¬ 
cations  Commission  held  at  its  offices  in 


Washington,  D.  C.,  on  the  23d  day  of 
November  1955; 

The  Commission  having  under  consid¬ 
eration  the  above-entitled  applications 
of  John  F.  Shea  for  a  construction  per¬ 
mit  for  a  new  standard  broadcast  station 
to  operate  on  1370  kilocycles  with  a 
power  of  one  kilowatt,  daytime  only,  at 
Montgomery,  Alabama;  and  Greenville 
Broadcasting  Corporation  to  change  the 
facilities  of  Station  WGYV,  Greenville, 
Alabama,  from  operation  on  1400  kilo¬ 
cycles  with  a  power  of  250  watts,  unlim¬ 
ited  time,  to  operate  on  1380  kilocycles 
with  a  power  of  one  kilowatt  daytime 
only; 

It  appearing  that  each  of  the  appli¬ 
cants  is  legally,  technically,  financial^ 
and  otherwise  qualified,  except  as  may 
appear  from  the  issues  specified  below, 
to  operate  its  proposed  station,  but  that 
the  operation  of  both  stations  as  pro¬ 
posed  would  result  in  mutually  prohibi¬ 
tive  interference;  and 

It  further  appearing  that,  pursuant  to 
section  309  (b)  of  the  Communications 
Act  of  1934,  as  amended,  the  subject  ap¬ 
plicants  were  advised  by  letter  dated 
October  3,  1955,  of  the  aforementioned 
deficiency  and  that  the  Commission  was 
unable  to  conclude  that  a  grant  of  either 
application  would  serve  the  public  in¬ 
terest;  and 

It  further  appearing  that  a  timely 
reply  was  filed  by  each  of  the  applicants; 
and 

It  further  appearing  that  the  Com¬ 
mission,  after  consideration  of  the  re¬ 
plies,  is  of  the  opinion  that  a  hearing  is 
necessary; 

It  is  ordered.  That,  pursuant  to  section 
309  (b)  of  the  Communications  Act  of 
1934,  as  amended,  the  said  applications 
are  designated  for  hearing  in  a  consoli¬ 
dated  proceeding,  at  a  time  and  place  to 
be  specified  in  a  subsequent  order,  upon 
the  following  issues: 

1.  To  determine  the  areas  and  popu¬ 
lations  which  would  receive  primary 
service  from  the  proposed  operation  of 
John  F.  Shea  and  the  availability  of 
other  primary  service  to  such  areas  and 
populations. 

2.  To  determine  areas  and  populations 
that  would  gain  or  lose  service  from  the 
proposed  operation  of  Station  WGYV 
and  the  availability  of  other  primary 
service  to  such  areas  and  populations. 

3.  To  determine  in  the  light  of  section 
307  (b)  of  the  Communications  Act  of 
1934,  as  amended,  which  of  the  opera¬ 
tions  proposed  in  the  above-entitled  ap¬ 
plications  would  better  provide  a  fairK 
efficient  and  equitable  distribution  of 
radio  service. 

4.  To  determine,  in  the  light  of  the 
evidence  adduced  pursuant  to  the  fore¬ 
going  issues,  which,  if  either,  of  the  ap¬ 
plications  should  be  granted. 

It  is  further  ordered.  That  the  issues 
in  the  above -entitled  proceeding  may  be 
enlarged  by  the  Examiner  on  his  own 
motion  or  on  petition  properly  filed  by 
a  party  to  the  proceeding  and  upon  suffi¬ 
cient  allegations  of  fact  in  support 
thereof,  by  the  addition  of  the  following 
issue:  To  determine  whether  funds 
available  to  the  applicant  will  give  rea¬ 
sonable  assurance  that  the  proposal  set 
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forth  in  the  application  will  be  effectu¬ 
ated. 

Released:  November  29,  1955. 

Federal  Communications 
Commission, 

[seal]  Mary  Jane  Morris, 

Secretary. 

ip>  u,  Doc.  55— 9685j  Filed,  Dec.  2,  1955; 
8:46  a.m.] 


[Docket  No.  11527;  FCC  55M-999] 
Richland,  Inc.  (WMAN) 
notice  of  prehearing  conference 

In  re  application  of  Richland,  Inc. 
(WMAN),  Mansfield,  Ohio,  Docket  No. 
11527,  File  No.  BR-1037 ;  for  renewal  of 
license. 

Pursuant  to  Rule  1.813,  a  prehearing 
conference  is  scheduled  for  Thursday, 
December  8,  1955,  at  10:00  a.  m.,  in  the 
offices  of  the  Commission,  Washington, 
D.  C. 

Dated:  November  29,  1955. 

Federal  Communications 
Commission, 

[seal!  Mary  Jane  Morris, 

Secretary. 

[F.  R.  Doc.  55-9707;  Filed,  Dec.  2,  1955; 
8:48  a.  m.] 


[Docket  No.  11526;  FCC  55M-998] 

Elyria-Lorain  Broadcasting  Co.,  Inc. 
(WEOL) 

NOTICE  OF  PREHEARING  CONFERENCE 

In  re  application  of  Elyria-Lorain 
Broadcasting  Co.,  Inc.  (WEOL),  Elyria, 
Ohio,  Docket  No.  11526,  File  No.  BR- 
2173;  for  renewal  of  license. 

Pursuant  to  Rule  1.813,  a  prehearing 
conference  is  scheduled  for  Monday, 
December  5,  1955,  at  10:00  a.  m.,  in  the 
offices  of  the  Commission,  Washington, 
D.C. 

Dated:  November  29, 1955. 

Federal  Communications 
„  Commission, 

[seal]  Mary  Jane  Morris, 

Secretary. 

[F.  R.  Doc.  55-9708;  Filed,  Dec.  2,  1955; 
8:48  a.  m.] 


[Docket  Nos.  11444,  11445;  FCC  55M-996] 

Columbia-Mt.  Pleasant  and  Spring  Hill 
Radio  Corp.  and  Savannah  Broadcast¬ 
ing  Co. 

ORDER  CONTINUING  HEARING 

In  re  applications  of  Columbia-Mt. 
Pleasant  and  Spring  Hill  Radio  Corpo¬ 
ration,  Columbia,  Tennessee,  Docket  No. 
11444,  Files  No.  BP-9557;  S.  Q.  Hanna, 
tr/as  The  Savannah  Broadcasting  Com¬ 
pany,  Savannah,  Tennessee,  Docket  No. 
11445,  File  No.  BP-9697;  for  construction 
Permits. 


The  Hearing  Examiner  having  under 
consideration  the  applications  in  the 
above-entitled  proceeding,  on  which  a 
hearing  is  now  scheduled  to  be  held  on 
December  5,  1955;  and 

It  appearing  that  there  are  now  pend¬ 
ing  before  the  Commission  en  banc  (1) 
a  petition  by  the  Chief  of  the  Broadcast 
Bureau  requesting  the  dismissal  with 
prejudice  of  the  application  of  S.  Q. 
Hanna  tr/as  The  Savannah  Broadcast¬ 
ing  Company,  and  a  reply  in  opposition 
thereto  by  that  applicant;  and  (2)  a  pe¬ 
tition  by  Columbia-Mt.  Pleasant  and 
Spring  Hill  Radio  Corporation  for  re¬ 
consideration  and  grant  of  its  applica¬ 
tion,  a  motion  to  strike  the  said  petition 
by  The  Savannah  Broadcasting  Com¬ 
pany,  and  related  pleadings;  and 
It  further  appearing  that  a  grant  of 
either  of  the  above  petitions  would  ob¬ 
viate  the  necessity  for  the  presently 
scheduled  hearing; 

It  is  ordered.  This  28th  day  of  Novem¬ 
ber  1955,  by  the  Hearing  Examiner,  on 
his  own  motion,  that  the  hearing  in  the 
above-entitled  proceeding  be,  and  it  is 
hereby,  continued  without  date.  w 

Federal  Communications 
Commission, 

[seal]  Mary  Jane  Morris, 

Secretary. 

[F.  R.  Doc.  55-9709;  Filed.  Dec.  2,  1955; 
8:49  a.  m.] 


[Docket  No.  11404;  FCC  55M-995] 
Niagara  Broadcasting  System  (WNIA) 
order  continuing  hearing 

In  re  application  of  Gordon  P.  Brown, 
tr/as  Niagara  Broadcasting  System 
(WNIA) ,  Cheektowaga,  New  York, 
Docket  No.  11404,  File  No.  BMP-6773; 
for  modification  of  permit  to  extend 
completion  date. 

The  Hearing  Examiner  having  under 
consideration  a  petition,  filed  by  appli¬ 
cant  on  November  23,  1955,  for  continu¬ 
ance  of  the  hearing  now  scheduled  for 
November  29,  1955,  until  January  10, 
1956,  on  the  grounds  that  petitioner’s 
co-counsel  and  prospective  witness  in  the 
matter  is  ill,  and  that  there  is  now  pend¬ 
ing  before  the  Commission  a  further  pe¬ 
tition  for  reconsideration  of  the  Com¬ 
mission’s  action  designating  for  hearing 
petitioner’s  application  for  modification 
of  construction  permit; 

It  appearing  that  counsel  for  the 
Broadcast  Bureau  does  not  oppose  the 
requested  continuance; 

It  is  ordered.  This  28th  day  of  Novem¬ 
ber  1955,  that  the  petition  for  continu¬ 
ance  is  granted  and  the  hearing  is 
continued  from  November  29,  1955  to 
Tuesday,  January  10,  1956  at  10:00  a.m. 
in  the  offices  of  the  Commission,  Wash¬ 
ington,  D.  C. 

Federal  Communications 
Commission, 

[seal]  Mary  Jane  Morris, 

Secretary. 

[F.  R.  Doc.  56-9710;  Filed,  Dec.  2,  1955; 
8:49  a.  m.] 


[Docket  Nos.  8730,  8840;  FCC  55-1166] 

WWSW,  Inc.,  and  Pittsburgh  Radio 
Supply  House,  Inc. 

memorandum  opinion  and  order  reopen¬ 
ing  record  and  designating  for  further 

HEARING  ON  SPECIFIED  ISSUES 

In  re  applications  of  WWSW,  Inc., 
Pittsburgh,  Pennsylvania,  Docket  No. 
8730,  File  No.  BPCT-254;  Pittsburgh 
Radio  Supply  House,  Inc.,  Pittsburgh, 
Pennsylvania,  Docket  No.  8840,  File  No. 
BPCT-345;  for  television  construction 
permits. 

1.  Following  the  grant  of  WWSW’s 
application  herein,  Telecasting  filed  with 
the  Commission  on  August  22,  1955  a 
document  entitled  Petition  Protesting 
Grant  and  for  Reconsideration  and  Re¬ 
hearing.  WWSW,  Pittsburgh  Radio  Sup¬ 
ply  House,  the  Broadcast  Bureau  and 
petitioner  have  filed  numerous  docu¬ 
ments  1  treating  on  the  points  raised  by 
the  petition.  The  protest  has  already 
been  disposed  of  by  denial  for  the  rea¬ 
sons  detailed  in  our  Memorandum  Opin¬ 
ion  and  Order  released  September  23, 
1955  (FCC  55-968,  Mimeo  No.  22964). 
The  petition  for  reconsideration  and  re¬ 
hearing  and  for  a  stay  of  the  effective 
date  of  the  grant  to  WWSW  remain  to  be 
decided.3  For  the  reasons  which  we  will 
set  forth,  we  propose  to  grant  recon¬ 
sideration  and  rehearing,  to  allow  Tele¬ 
casting  to  participate  in  the  hearing,  and 
to  deny  the  request  for  a  stay. 

2.  Our  reconsideration  of  tlje  grant, 
particularly  in  the  light  of  the  merger 
contract,  convinces  us  that  further  hear¬ 
ing  on  issues  which  we  will  specify  is 
necessary.  Embodied  in  the  merger 
contract  are  provisions  which  indicate 
that  there  may  have  been  an  unauthor¬ 
ized  transfer  of  control  and  other  viola¬ 
tions  of  the  Communications  Act  and  of 
the  rules  and  policies  of  the  Commission. 
Telecasting  has  called  attention  to  vari¬ 
ous  provisions  and  aspects  of  the  merger 
agreement  which  are  alleged  to  be  either 
contrary  to  law  or  not  in  the  public 
interest,  and  the  Broadcast  Bureau  has 
detailed  the  objectionable  nature  of  cer¬ 
tain  of  the  contractural  provisions.  In 
reply,  WWSW  and  Pittsburgh  Radio 
Supply  have  stated  that  certain  of  the 
aforementioned  provisions  have  been 
deleted  by  amendment  and  that  the  re¬ 
maining  provisions  furnish  no  ground 
for  rehearing. 


1  Petition  protesting  grant  and  for  recon¬ 
sideration  or  rehearing  filed  by  Telecasting 
August  22,  1955;  Broadcast  Bureau  Comment 
filed  September  1, 1955;  Motion  to  dismiss  and 
opposition  filed  by  Pittsburgh  Radio  Supply 
House,  Inc.,  on  September  1,  1955;  Motion 
to  dismiss  filed  by  WWSW,  Inc.,  on  August 
23,  1955;  Brief  in  support  of  motion  to  dis¬ 
miss  re  petition  for  rehearing  filed  by 
WWSW,  Inc.,  on  August  24,  1955;  Reply  to 
motion  to  dismiss  filed  by  Telecasting  on 
September  6, 1955;  Reply  to  Broadcast  Bureau 
comment  filed  by  Pittsburgh  Radio  Supply 
House  and  WWSW  on  September  6.  1955; 
Response  to  comments  of  Broadcast  Bureau 
filed  by  Telecasting  on  September  7,  1955. 

*  In  this  Opinion  we  are  not  considering  the 
Supplement  to  Petition  for  Reconsideration 
and  Petition  to  Designate  BMPCT-3486  For 
Hearing,  filed  by  Telecasting  on  November  3, 
1955. 
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3.  The  parties  to  the  June  2,  1955, 
merger  contract  are  P.  O.  Publishing 
Company  (hereinafter  sometimes  re¬ 
ferred  to  as  P.  G.  Publishing)  which 
owns  all  the  capital  stock  of  WWSW; 
WWSW,  Inc.;  Pittsburgh  Radio  Supply 
House,  Inc.  (hereinafter  sometimes 
referred  to  as  Supply  House) ;  and  the 
Supply  House  Stockholders  (H.  Ken¬ 
neth  Brennen,  Margaret  M.  Brennen  and 
Mary  Thelma  Bregenser)  who  own  55 
percent  of  the  stock  of  Supply  House. 
In  broad  terms,  the  merger  agreement 
'contemplates  equal  ownership  in  WWSW 
television  station  by  P.  G.  Publishing  and 
the  Supply  House  group.  The  present 
broadcast  operations  of  WWSW  are  to 
be  transferred  to  a  new  corporation  still 
under  the  control  of  P.  G.  Publishing, 
and  Supply  House  is  to  dispose  of  WJAS 
(AM)  and  FM,  its  stations. 

4.  In  the  reorganization  of  WWSW 
which  is  specified  by  the  agreement 
various  corporate  actions  in  addition  to 
transfer  of  the  existing  WWSW  broad¬ 
cast  operations  are  to  be  taken  by 
WWSW  preparatory  to  consummation 
of  the  merger.  Notes  in  the  amount 
of  4500,000  are  to  be  issued  in  the  form 
specified  by  an  exhibit  to  the  contract 
and  2,500  shares  each  of  Class  A  and 
Class  B  stock  ($100  par  value)  are  to 
be  authorized.  P.  G.  Publishing  will 
buy  all  of  the  notes,  all  of  the  Class  B 
stock,  and  1,500  of  the  2,500  shares  of 
Class  A,*  depositing  in  escrow  the  pur¬ 
chase  price  of  $900,000  ($500,000  for  the 
notes,  $250,000  for  the  Class  B  shares, 
and  $150,000  for  the  1,500  shares  of 
Class  A).  The  2,500  Class  B  shares  and 
$250  000  of  the  notes  are  also  to  be  de¬ 
posited  in  escrow  to  be  held  in  trust  for 
the  Supply  House  stockholders.  Ten 
days  after  deposit  of  the  sum  of  $900,000 
by  P.  G.  Publishing,  Supply  House  is  to 
deposit  with  the  escrow  agent  $500,000 
for  the  stock  and  notes  being  held  in 
trust  for  Supply  House  by  the  escrow 
agent.  Upon  transfer  of  specified  assets 
and  liabilities  of  WWSW  (primarily 
those  reflecting  existing  broadcast  oper¬ 
ations)  to  the  new  corporation  to  be 
formed,  the  $900,000  deposit  made  by 
P.  G.  Publishing  is  to  be  delivered  by 
the  escrow  agent  to  WWSW  in  full  pay¬ 
ment  for  the  subscription  to  the  Class 
A  and  Class  B  stock  and  the  notes.  This 
sum  is  to  finance  construction  of  the 
television  station.  However,  the  $500,- 
000  deposited  by  Supply  House-  and  the 
stock  and  notes  held  by  the  escrow, 
agent  for  Supply  House  are  not  to  be 
transferred  at  this  time. 

5.  Supply  House’s  anticipated  dispo¬ 
sition  of  WJAS  (AM)  and  FM 'requires 
Commission  approval,  and  upon  the  fil¬ 
ing  of  an  application  covering  such  a 
transfer  P.  G.  Publishing  is  to  file  an 
application  to  permit  the  sale  and  trans¬ 
fer  to  the  Supply  House  stockholders  of 
the  stock  and  notes  held  in  escrow. 
Approval  for  the  latter  transfer  must 
be  secured  within  three  years.  When 
disposition  of  WJAS  (AM)  and  FM  and 
transfer  of  the  stock  and  notes  have 
been  approved  by  the  Commission,  the 
escrow  agent  will  deliver  the  stock  and 


*  WWSW  retains  1,000  shares  of  Class  A 
stock. 


notes  to  the  Supply  House  stockholders 
and  the  $500,000  to  P.  G.  Publishing. 

6.  Although  approval  of  the  transfer  of 
the  stock  and  notes  may  be  delayed  as 
much  as  three  years  fronrthe  date  of  the 
agreement  (i.  e.,  until  June  1958) ,  several 
provisions  of  the  June  2  contract  suggest 
the  exercise  of  a  degree  of  control  by 
Supply  House  stockholders  before  then. 
Section  3.03  of  the  contract  states  that 
upon  transfer  of  WWSW’s  existing 
broadcast  assets  to  the  new  corporation, 
WWSW  will  enter  into  employment  con¬ 
tracts  with  six  named  persons  at  specified 
salaries.  Three  of  these  persons  appear 
to  be  presently  affiliated  with  Supply 
House  as  directors,  officers  or  stock¬ 
holders.  The  contract  with  H.  Kenneth 
Brennen,  who  is  president,  assistant 
treasurer,  director  and  stockholder  of 
Supply  House,  provides  for  five  years  em¬ 
ployment  at  a  minimum  annual  salary  of 
$25,000,  although  his  employment  is  not 
to  commence  until  final  consummation 
of  the  merger  agreement.  Two  of  the 
contracts  are  to  take  effect  upon  final 
consummation  of  the  merger  "or  the  time 
when  WWSW  begins  transmitting  regu¬ 
lar  television  programs,  whichever  is 
earlier/’  The  two  persons  involved  are 
H.  H.  Stehman  who  is  vice  president, 
secretary  and  director  of  Supply  House 
and  who  is  to  be  employed  for  four  years 
at  an  annual  salary  of  $11,000  and  Caley 
Augustine  who  is  a  director  of  Supply 
House  and  is  to  be  paid  $10,000  a  year. 
The  merger  contract  makes  no  provision 
for  severance  by  these  three  individuals 
of  their  connections  with  Supply  House. 

7.  The  merger  agreement  contemplates 
amendment  of  WWSW’s  by-laws  to  pro¬ 
vide  for  seven  directors,  three  of  whom 
are  to  be  elected  by  Supply  House  after 
the  merger  is  consummated.  In  the  in¬ 
terim,  other  arrangements  are  pre¬ 
scribed.  Immediately  after  Supply 
House  has  deposited  '$500,000  with  the 
escrow  agent,*  P.  G.  Publishing  is  to  cause 
the  WWSW  board  of  directors  to  be  in¬ 
creased  to  seven.  Four  vacancies  are  to 
be  created,  and  three  of  these  four  vacan¬ 
cies  are  to  be  filled  by  specifically  named 
persons  who  appear  to  be  nominees  of 
Supply  House  and  will  act  as  if  they  were 
the  owners  of  the  Class  B  stock  to  which 
Supply  House  is  entitled  upon  consum¬ 
mation  of  the  merger.  P.  G.  Publishing 
promises  that  during  the  interim  period 
it  will  vote  its  stock  in  favor  of  the  three 
named  persons  or  their  nominees. 

8.  By  terms  of  the  agreement,  restric¬ 
tions  are  placed  upon  the  activities  which 
may  be  conducted  by  WWSW  prior  to 
consummation  of  the  merger.  Until  the 
interim  directors  are  elected,  WWSW 
may  conduct  no  business  and  will  incur 
no  liabilities  other  than  those  provided 
for  or  contemplated  by  the  agreement. 
During  the  same  period  Supply  House 
stockholders  are  to  have  access  to  the 
books,  records  and  accounts  of  WWSW 
in  order  to  assure  themselves  that  the 
provisions  of  the  agreement  have  been 
and  are  being  met.  From  the  date  of 
agreement  until  consummation,  no 
amendments  to  the  articles  of  incorpora¬ 
tion  or  by-laws  of  WWSW  other  than 
those  provided  for  in  the  contract  shall 
be  made  without  the  prior  written  con- 


*  See  paragraph  4,  supra. 


sent  of  the  Supply  House  stockholders. 
The  corporate  proceedings  whereby  the 
by-laws  are  amended  to  provide  for  ad¬ 
ditional  directors  shall  be  in  a  form  and 
substance  satisfactory  to  counsel  for  the 
Supply  House  stockholders. 

9.  In  the  foregoing  discussion  it  has 
been  noted  that  the  occurrence  of  one  or 
the  other  of  two  events  is  the  condition 
precedent  to  the  ripening  of  various 
rights  and  obligations  of  the  parties. 
One  of  these  events,  designated  in  the 
agreement  as  the  first  effective  date,  is 
the  date  when  the  transfer  of  existing 
station  assets  and  liabilities  of  WWSW 
to  the  new  corporation  takes  place.  On 
July  13,  1955,  the  Commission  consented 
to  the  assignment  of  licenses  from 
WWSW,  Inc.  to  WWSW  Radio,  Inc.  Ac¬ 
cording  to  advice  received  from  WWSW, 
the  actual  transfer  took  place  on  August 
1,  1955.  The  other  conditioning  event  is 
the  deposit  in  escrow  of  $500,000  by  Sup- 
ply  House  within  ten  days  after  deposit 
in  escrow  of  $900,000  by  P.  G.  Publishing. 
The  latter  deposit  was  to  take  place 
within  10  days  after  WWSW  had 
amended  its  articles  of  incorporation  to 
provide  for  recapitalization  in  the  man¬ 
ner  heretofore  described.  This  amend¬ 
ment  was  to  take  place  within  10  days 
after  the  date  of  the  agreement,  June  2, 
1955.  Thus,  by  July  2  at  the  latest  the 
$500,000  deposit  should  have  been  made, 
this  date  being  prior  to  finalization  of 
the  grant  to  WWSW. 

10.  One  further  matter  related  to  the 
foregoing  concerns  the  possibility  of 
overlap  between  WWSW  and  WHJB. 
Supply  House  is  the  licensee  of  the  latter 
station  which  is  situated  at  Greensburg, 
Pennsylvania.  According  to  data  in  the 
Commission’s  files,  there  appears  to  be  a 
substantial  daytime  overlap  of  the  2.0 
mv/m  contours  of  WWSW  and  WHJB  as 
well  as  some  overlap  of  primary  night¬ 
time  service  areas  of  the  two. 

11.  From  the  foregoing  discussion  it 
appears  not  only  that  the  agreement 
contains  provisions  which  may  involve 
unauthorized  transfer  of  control  of 
WWSW  to  Supply  House,  violation  of 
Section  3.35  of  the  Rules,  and  violations 
of  Commission  policy,  but  also  that  by 
the  terms  of  the  agreement  various  of 
these  provisions  are  now  operative. 
That  some  of  them  became  effective 
prior  to  the  time  our  finalization  oi  the 
grant  took  place  is  also  apparent.  The 
Commission’s  attention  has  been  di¬ 
rected  to  the  fact  that  on  or  about  Au¬ 
gust  31,  1955,  amendments  to  the  con¬ 
tract  were  filed  by  the  parties  thereto, 
the  purport  of  which  was  to  delete  the 
provision  for  the  selection  by  Supply 
House  of  some  of  the  interim  directors 
of  WWSW  and  to  alter  the  employment 
contract  provisions  so  that  no  person  in¬ 
volved  in  any  potential  employment 
agreement  may  simultaneously  be  con¬ 
nected  with  WWSW  and  Supply  House. 
Nevertheless,  the  Commission  is  not  sat¬ 
isfied  that  the  problems  described  above 
have  been  resolved  altogether  by  the 
submission  of  the  amendments.  The 
latter  are  not  part  of  the  record  in  the 
case;  the  amendments  were  not  filed 
until  nearly  two  months  after  several  of 
the  questionable  provisions  could  have 
gone  into  effect;  and  even  with  the  elim¬ 
ination  of  the  provisions  which  were  the 
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subject  of  amendment,  there  are  other 
provisions,  such  as  those  giving  veto 
mwer  to  Supply  House,  which  raise 
Questions  of  the  degree  of  control  exer¬ 
cised  by  Supply  House.  Having  the 
foregoing  in  mind,  it  is  our  considered 
opinion  that  a  rehearing  is  necessary  to 
determine  all  the  facts  and  circum¬ 
stances  relative  to  the  possible  unau¬ 
thorized  transfer  of  control  to  Supply 
House  and  to  the  possible  violations  of 
Section  3.35  of  the  Rules  and  of  Commis¬ 
sion  policy. 

12.  Problems  concerning  financial 
qualification  also  arise.  In  the  amend¬ 
ment  to  its  application  which  WWSW 
filed  in  February  1954,  a  total  estimated 
cost  of  construction  of  $1,909,348.70  was 
stated,  this  sum  to  be  financed  out  of 
$350,000  of  existing  WWSW  capital,  a 
loan  from  the  New  York  Trust  Company 
in  the  amount  of  $1,500,000  guaranteed 
by  P.  G.  Publishing,  and  $520,000  in  de¬ 
ferred  credit  payments  to  RCA.  Our 
examination  of  the  record  has  revealed 
no  change  in  the  estimated  cost  of  con¬ 
struction  although  the  new  financing 
arrangement  described  in  the  merger 
agreement  shows  financing  of  $1,000,000. 
This  sum  plus  the  $520,000  of  deferred 
payments  (assuming  these  to  be  still 
available)  leaves  a  shortage  in  finances 
of  $389,348.70.  Whereas  prior  to  merger 
WWSW  planned  to  rely  upon  existing 
capital  of  $350,000,  that  sum,  except  for 
$100,000  included  in  the  $1,000,000  figure 
above,  is  no  longer  available,  having 
been  transferred  to  the  new  corporation 
to  which  the  AM  and  FM  licenses  were 
assigned.  No  indication  is  given  that 
any  funds  will  now  be  supplied  by  New 
York  Trust,  and  the  changes  in  financing 
anticipated  by  the  merger  agreement 
leave  it  unclear  how  the  sums  for  which 
each  party  is  obligated  will  be  raised. 
Thus,  an  issue  on  financial  qualifications 
must  be  included  in  the  rehearing  here¬ 
inafter  to  be  ordered. 

13.  Telecasting’s  petition  for  rehearing 
contains  allegations  and  proposed  issues 
on  various  other  matters,  but  our  ap¬ 
praisal  of  them  persuades  us  that  their 
consideration  in  the  hearing  is  not  war¬ 
ranted.  Thus,  no  new  arguments  are 
offered  which  require  that  we  disturb  our 
previous  action  in  dismissing  the  Supply 
House  application.  Likewise,  we  are  not 
moved  by  Telecasting’s  reiterated  con¬ 
tention  that  the  policy  we  have  followed 
in  this  and  other  merger  cases  of  retain¬ 
ing  the  remaining  television  applicant 
in  hearing  status  is  incorrect.  The  rea¬ 
sons  why  we  refused  to  designate  Tele¬ 
casting’s  application  for  the  same 
channel  for  a  comparative  hearing 
against  the  remaining  WWSW  applica¬ 
tion  after  Supply  House  was  dismissed 
have  not  been  attacked  by  any  new 

•  arguments  not  previously  weighed  and 
rejected  by  the  Commission. 

14.  Telecasting  asserts  that  the  Com¬ 
mission  should  specify  an  issue  in  the 
further  hearing  to  determine  whether 

it  is  in  the  public  interest  to  grant  an 
additional  VHF  channel  in  Pittsburgh 
until  pending  de-intermixture  rule- 
making  proceedings  have  been  decided 
and  the  future  policy  of  the  Commission 
on  de-intermixture  has  been  enunci- 
ated.”  A  related  issue  concerning  the 


•effect  a  second  VHF  commercial  grant 
in  Pittsburgh  will  have  on  existing  UHF 
operations  is  also  requested. 

15.  In  view  of  the  actions  taken  by  us 
on  November  10, 1955  in  connection  with 
the  de-intermixture  rule-making  pro¬ 
ceedings  and  petitions,5  we  believe  inclu¬ 
sion  of  the  requested  issue  is  clearly 
inappropriate.  To  add  such  issue  could 
lead  to  an  inappropriate  interposition  in 
an  adjudicatory  proceeding  of  matters 
essentially  rule-making  in  nature. 
Moreover,  if  such  an  intermingling  of 
rule-making  matters  with  adjudicatory 
matters  were  appropriate,  Telecasting’s 
request  for  an  issue  in  these  regards  is 
tardy.  Unlike  the  questions  raised  by 
the  merger  agreement,  questions  which 
could  not  be  raised  earlier  because  the 
facts  of  the  agreement  were  not  previ¬ 
ously  known,  the  UHF-VHF  problem  and 
the  related  possibility  of  economic  injury 
to  UHF  stations  in  Pittsburgh  have  been 
known  for  some  time.  No  showing  has 
been  made  by  Telecasting  why  inclusion 
of  issues  relating  to  these  matters  was 
not  sought  by  appropriate  petition  filed 
at  an  earlier  stage  of  the  proceeding  in 
the  manner  provided  by  the  Commis¬ 
sion’s  Rules.5  The  tardiness  of  the  re¬ 
quest  is  particularly  applicable  to  the 
proposed  “economic  injury”  issue,  for 
the  fact  that  Telecasting  would  ulti¬ 
mately  be  subjected  to  the  economic  ef¬ 
fects  of  competition  from  an  additional 
VHF  station  in  Pittsburgh  has  been  ap¬ 
parent  for  at  least  as  long  as  the  appli¬ 
cations  for  the  instant  television  channel 
have  been  on  file. 

16.  Telecasting  has  requested  that  it 
be  made  a  party  to  any  rehearing  or¬ 
dered.  With  respect  to  those  matters 
which  are  being  placed  in  issue  herein¬ 
after  participation  is  warranted.  Peti¬ 
tioner  called  these  matters  to  the  Com¬ 
mission’s  attention  thereby  raising  the 
questions  as  to  the  propriety  of  the  grant 
to  WWSW.  It  is  apparent  that  it  was 
not  possible  for  petitioner  to  raise  these 
matters  until  the  final  stages  of  the  pro¬ 
ceeding.  Thus,  good  cause  for  allowing 
Telecasting  to  participate  in  this  phase 
of  the  proceeding  has  been  shown. 

17.  The  issuance  of  an  order  tempo¬ 
rarily  staying  the  effectiveness  of  the 
grant  to  WWSW  until  completion  of  the 
rehearing  proceeding  is  not,  in  our 
opinion,  desirable.  It  has  not  been 
shown  how  the  public  interest  would  be 
injured  by  allowing  construction  author¬ 
ized  by  the  permit  to  continue,  for  the 
use  of  the  material  and  equipment  so 
constructed,  of  course,  will  be  subject  to 
the  outcome  of  the  rehearing.  No  irrep¬ 
arable  injury  to  petitioner  has  been 
shown  to  justify  the  stay. 

18.  In  view  of  the  foregoing:  It  is 
ordered.  This  25th  day  of  November  1955, 
that*to  the  extent  hereinafter  indicated 


*  (a)  In  the  Matter  of  Amendment  of  Sec¬ 
tion  3.606,  Dockets  Nos.  11238  et  al.,  (FCC 
55-1125) ;  (b)  Notice  of  Proposed  Rule  Mak¬ 
ing.  Docket  No.  11532  (FCC  55-1124);  and 
(c)  In  the  Matter  of  Amendment  of  Part  3 
of  the  Commission’s  Rules  (FCC  55-1126), 

*  Telecasting’s  reliance  on  isolated  lan¬ 
guage  in  the  Notice  of  Further  Rule  Making 
in  Docket  No.  11238  (Vail  Mills-Albany)  re¬ 
leased  April  21,  1955  (FCC  55-492)  is  no  ex¬ 
cuse  for  Telecasting’s  delay. 


by  the  issues  specified  the  petition  for 
rehearing  and  reconsideration  is  granted, 
that  Telecasting,  Inc.,  is  made  a  party 
to  the  rehearing  ordered,  that  the  peti¬ 
tion  for  stay  of  the  effective  date  of  the 
grant  to  WWSW  is  denied,  and  that  the 
record  is  reopened  and  designated  for 
further  hearing  on  the  following  issues : 

1.  To  ascertain  the  effect  of  the  June 
2,  1955  agreement,  the  provisions  of  any 
amendments  thereto  either  formal  or  in¬ 
formal  and  their  effect  if  any  upon  such 
agreement,  and  whether  there  are  any 
understandings  between  the  parties  to 
the  agreement  affecting  said  agreement. 

2.  To  determine  the  extent  to  which 
the  terms  and  provisions  of  the  June  2 
agreement  have  been  or  will  be  effectu¬ 
ated  and  the  dates  upon  which  such 
effectuations  have  taken  or  will  take 
place. 

3.  To  determine  whether  implementa¬ 
tion  of  the  terms  of  the  June  2  agree¬ 
ment  or  any  amendments  or  under¬ 
standings  in  relation  thereto  have 
resulted  or  will  result  in  transfer  of  con¬ 
trol  from  WWSW  to  Supply  House  and 
whether  such  transfer  of  control,  if  any, 
is  contrary  to  the  provisions  of  section 
310  (b)  of  the  Communications  Act  of 
1934,  as  amended,  and  the  Commission’s 
rules  and  policies  thereunder. 

4.  To  determine  whether,  pending 
disposition  of  WJAS  (AM)  and  FM  by 
Supply  House,  the  relationship  of  the 
parties  to  the  June  2  agreement  as  ex¬ 
pressed  in  said  agreement  and  any 
amendments  or  understandings  with  re¬ 
spect  thereto  results  in  a  violation  of 
Commission  policy  expressed  in  Macon 
Television  Co.,  7  Pike  &  Fischer  RR  703 
and  897. 

5.  To  determine  the  extent  of  overlap 
between  Station  WWSW  and  Station 
WHJB  and  whether  such  overlap  results 
or  will  result  in  a  violation  of  Commis¬ 
sion  policy  expressed  in  Macon  Televi¬ 
sion  Co.,  supra. 

6.  To  determine  the  effect  of  the  June 
2  agreement  upon  WWSW’s  financial 
qualifications  and  whether  WWSW  re¬ 
mains  financially  qualified  to  construct, 
own  and  operate  the  station  as  proposed 
in  its  application  as  amended. 

7.  To  determine  in  the  light  of  the  evi¬ 
dence  adduced  under  the  foregoing 
issues  whether  the  grant  to  WWSW,  Inc. 
should  be  set  aside. 

Released:  November  28,  1955.. 

Federal  Communications 
Commission, 

[seal]  Mary  Jane  Morris, 

Secretary. 

[F.  R.  Doc.  55-9711;  Filed,  Dec.  2,  1955; 
8:49  a.  m.] 


GENERAL  SERVICES  ADMIN¬ 
ISTRATION 

Chinese  Hog  Bristles 
disposition  of  those  held  in 

NATIONAL  STOCK  PILE 

Pursuant  to  the  provisions  of  section 
3  (e)  of  the  Strategic  and  Critical  Ma¬ 
terials  Stock  Piling  Act,  60  Stat.  597,  50 
U.  S.  C.  98b  (e),  notice  is  hereby  given 
of  a  proposed  disposition  of  approxi¬ 
mately  2,000,000  pounds  of  Chinese  hog 
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bristles  now  held  in  the  National  Stock 
Pile. 

This  quantity  of  Chinese  hog  bristles 
is  no  longer  needed  in  the  Stock  Pile  be¬ 
cause  of  a  revised  determination  by  the 
Office  of  Defense  Mobilization  that 
Chinese  hog  bristles  are  obsolescent  for 
use  in  time  of  war  because  of  the  de¬ 
velopment  of  new  non-strategic  substi¬ 
tute  materials. 

The  Chinese  hog  bristles  to  be  disposed 
of  will  be  offered  for  sale  in  lots  of  the 
quantity  and  composition  sold  in  the 
usual  markets.  It  is  believed  that  this 
plan  will  protect  the  United  States 
againt  avoidable  loss  and  also  protect 
producers,  processors  and  consumers 
against  avoidable  disruption  of  their 
usual  markets. 

This  material  will  be  available  for  dis¬ 
position  on  and  after  June  4,  1956. 

Dated :  November  29,  1955. 

R.  A.  Heddleston, 

Acting  Commissioner, 
Emergency  Procurement  Service. 

IP.  R.  Doc.  66-9705;  Piled,  Dec.  2.  1955; 
8:48  a.  m.] 


FED  URAL  POWER  COMMISSION 

[Docket  No.  G-5165  etc.] 

Western  Oil  Co.  et  al. 

NOTICE  OF  FINDINGS  AND  ORDER  ISSUING 
CERTIFICATES  OF  PUBLIC  CONVENIENCE 
AND  NECESSITY 

November  29, 1955. 

In  the  matters  of  Western  Oil  Com¬ 
pany,  Docket  No.  GW>165;  Samedan  Oil 
Corporation  et  al..  Docket  Nos.  G-5169, 
G-5170,  G-5171;  Martin  Gas  Company, 
Docket  No.  G-7587 ;  John  Gas  Company, 
Docket  No.  G-7588;  Woodall  and  Jack- 
son  Gas  Company,  Docket  No.  G-7589; 
Laurel  Hill  Gas  Company,  Docket  No. 
G-7590;  Sue  Gas  Company,  Docket  No. 
G-7591;  Emery  Gas  Company,  Docket 
No.  G-7592;  Triangle  Gas  Company, 
Docket  No.  G-7593;  Templeton  Gas 
Company,  Docket  No.  G-7594;  Houston 
Gas  Company,  Docket  No.  G-7595 ;  R.  H. 
Adkins,  Trustee  for  Pridemore,  et  al.. 
Docket  No.  G-7596;  Hill  Gas  Company, 
Docket  No.  G-7597;  Tincher  Gas  Com¬ 
pany,  Docket  No.  G-7598;  Stockton  Gas 
Company,  Docket  No.  G-7599;  Muriel 
Gas  Company,  Docket  No.  G-7600; 
Hoover  Gas  Company,  Docket  No.  G- 
7601;  Hamilton  Creek  Gas  Company, 
Docket  No.  G-7602;  Ethel  Gas  Company, 


Docket  No.  G-7603 ;  McComas  Gas  Com¬ 
pany,  Docket  No.  G-7604;  Harts  Gas 
Company,  Docket  No.  G-7605;  Charley’s 
Branch  Gas  Company,  Docket  No.  G- 
7606;  Elkins  Branch  Gas  Company, 
Docket  No.  G-7607;  Watson  Gas  Com¬ 
pany,  Docket  No.  G-7608 ;  Juda  Gas 
Company,  Docket  No.  G-7609 ;  Wolf  Pen 
Gas  Company,  Docket  No.  G-7610;  Bar- 
camp  Gas  Company,  Docket  No.  G-7611; 
Cooper  Gas  Company,  Docket  No.  G- 
7612;  Dean  Gas  Company,  Docket  No. 
G-7613 ;  Toms  Creek  Gas  Company, 
Docket  No.  G-7614;  Edsel  Gas  Company, 
Docket  No.  G-7615;  Midland  Gas  Com¬ 
pany,  Docket  No.  G-7616;  Jenny’s  Creek 
Gas  Company,  Docket  No.  G-7617; 
Ranger  Gas  Company,  Docket  No.  G- 
7618;  Hall  Gas  Company,  Docket  No. 
G-7620;  R.  P.  Turley*  Agent,  Docket  No. 
G-7621;  Morris  Mizel,  Docket  No.  G- 
8038;  Graokla  Gas  Corporation,  Docket 
No.  G-8045 ;  H.  H.  Coffield,  Docket  No. 
G-8046;  Texas  Gas  Corporation,  Docket 
No.  G-8048;  R.  E.  Hibbert,  Docket  No. 
G-8049 ;  Rusky  Oil  Company,  Docket  Nos. 
G-8052  and  G-8053. 

Notice  is  hereby  given  that  on  Novem¬ 
ber  15,  1955,  the  Federal  Power  Com¬ 
mission  issued  its  findings  and  order 
adopted  November  9,  1955,  issuing  cer¬ 
tificates  of  public  convenience  and 
necessity  in  the  above-entitled  matters. 

[seal]  Leon  M.  Fuquay, 

Secretary. 

IF.  R.  Doc.  55-9686;  Filed,  Dec.  2,  1953; 
8:47  a.  m.] 


[Docket  Nos.  G-8600,  G-8610] 

Central  Kentucky  Natural  Gas  Co.  and 
Union  Light,  Heat  and  Power  Co. 

notice  of  findings  and  order  issuing 

CERTIFICATES  OF  PUBLIC  CONVENIENCE 
AND  NECESSITY 

November  29,  1955. 

Notice  is  hereby  given  that  on  Novem¬ 
ber  14,  1955,  the  Federal  Power  Commis¬ 
sion  issued  its  findings  and  order  adopted 
November  9,  1955,  issuing  certificates  of 
public  convenience  and  necessity  and 
permitting  abandonment  of  facilities  in 
the  above-entitled  matters. 

[seal]  Leon  M.  Fuquay, 

Secretary. 

[F.  R.  Doc.  55-9701;  Filed,  Dec.  2,  1955; 
8:47  a.  m.] 


[Docket  No.  G-9100] 

Texas  Eastern  Transmission  Corp.  ,  j 

NOTICE  OF  FINDINGS  AND  ORDER  ISSUIHQ 
CERTIFICATE  OF  PUBLIC  C0NVENIQ|C| 
AND  NECESSITY 

November  29, 1955. 

Notice  is  hereby  given  that  on  Novem¬ 
ber  14,  1955,  the  Federal  Power  Commis¬ 
sion  issued  its  findings  and  order 
adopted  November  9,  1955,  issuing  a  cer¬ 
tificate  of  public  convenience  and  neces¬ 
sity  in  the  above-entitled  matter. 

[seal]  Leon  M.  Fuquay, 

Secretary. 

[F.  R.  Doc.  55-9702;  Filed,  Dec.  2,  1955; 
;8:48  a.  m.[ 


[Docket  No.  G-6505] 
Dorchester  Corp. 

NOTICE  OF  ORDER  REVERSING  INITIAL 
DECISION 

November  29, 1955. 

Notice  is  hereby  given  that  on  Novem¬ 
ber  14,  1955,  the  Federal  Power  Commis¬ 
sion  issued  its  order  adopted  November 
10,  1955,  reversing  initial  decision  o[ 
Presiding  Examiner  issued  September  14, 
1955,  in  the  above-entitled  matter. 

[seal]  Leon  M.  Fuquay, 

Secretary. 

[F.  R.  Doc.  55-9703;  Filed,  Dec.  2,  1955; 
8:48  a.  m.] 


[Docket  No.  G-8819  etc.] 

Mrs.  Tom  J.  Moffitt  et  al. 

NOTICE  OF  ORDERS  MAKING  EFFECTIVE 
PROPOSED  RATE  CHANGES 

•  November  29,  1955. 

In  the  matters  of  Mrs.  Tom  J.  Moffitt 
et  al.,  Docket  No.  G-8819;  Phillips  Pe¬ 
troleum  Company,  Docket  No.  G-8883; 
Blackwell  Oil  &  Gas  Company,  Docket 
No.  G-8970. 

Notice  is  hereby  given  that  on  Novem¬ 
ber  10,  1955,  the  Federal  Power  Commis¬ 
sion  issued  its  orders  adopted  November 
9,  1955,  making  effective  proposed  rate 
changes  upon  filing  of  bond  to  assure 
refund  of  excess  charges  in  the  above- 
entitled  matters. 

[seal]  Leon  M.  Fuquay, 

Secretary. 

[F.  R.  Doc.  55-9704;  Filed,  Dec.  2,  1955; 

8:48  a.  m.] 


